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GARY PIERCE, CHAIRMAN
BOB STUMP

SANDRA D. KENNEDY
PAUL NEWMAN

BRENDA BURNS

IN THE MATTER OF THE APPLICATION
OF MOHAVE ELECTRIC COOPERATIVE,
INCORPORATED, AN ELECTRIC
COOPERATIVE NONPROFIT
MEMBERSHIP CORPORATION, FOR A
DETERMINATION OF THE FAIR VALUE
OF ITS PROPERTY FOR RATEMAKING
PURPOSES, TO FIX A JUST AND
REASONABLE RETURN THEREON AND
TO APPROVE RATES DESIGNED TO
DEVELOP SUCH RETURN.

Application filed March 30, 2011.

BEFORE THE ARIZONA CORPORATION COMMISSION

EXHIBIT

i MEC-R
—AURTTTED _

DOCKET NO. E-01750A-11-0136

NOTICE OF FILING

OF SUPPLEMENTAL

DIRECT TESTIMONY AND
SCHEDULES WITH CALENDAR
YEAR 2010 DATA

Mohave Electric Cooperative, Incorporated (“Mohave” or the “Cooperative™)
by and through undersigned counsel, gives notice of the filing of Supplemental Direct
Testimony of Michael W. Searcy and supporting Supplemental Schedules with calendar year
2010 data. This supplemental filing is being made in response to Commission’s Staff request
during the initial sufficiency review period. The Cooperative is making the filing in an effort
to facilitate and expedite the processing of its Application for an adjustment in rates. Mr.
Searcy’s Supplemental Direct Testimony and supporting Supplemental Schedules accompany

this Notice as Attachment 4. Attachments 1 through 3 accompanied Mohave’s initial
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RESPECTFULLY SUBMITTED thi day of May, 2011.

CURTIS, GOODWIN, SULLIVAN,
UDALL & SCHWAB, P.L.C.

By: / ;
Michael A. Curtis
William P. Sullivan
Melissa A. Parham
501 East Thomas Road
Phoenix, Arizona 85012-3205
Attorneys for Mohave Electric
Cooperative, Incorporated

PROOF OF AND CERTIFICATE OF MAILING

I hereby certify that on this}_‘ﬁ/‘ﬁ\éy of May, 2011, I caused the foregoing
document to be served on the Arizona Corporation Commission by delivering the original
and thirteen (13) copies of the above to:

| Docket Control

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007
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IN THE MATTER OF THE APPLICATION OF
MOHAVE ELECTRIC COOPERATIVE,
INCORPORATED FOR A HEARING TO DETERMINE
THE FAIR VALUE OF ITS PROPERTY FOR
RATEMAKING PURPOSES, TO FIX AJUST AND
REASONABLE RETURN THEREON AND TO
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BEFORE THE ARIZONA CORPORATION COMMISSION

SUPPLEMENTAL DIRECT TESTIMONY OF
MICHAEL W. SEARCY
ON BEHALF OF
MOHAVE ELECTRIC COOPERATIVE, INCORPORATED

May 27, 2011
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DIRECT TESTIMONY OF
MICHAEL W. SEARCY
ON BEHALF OF
MOHAVE ELECTRIC COOPERATIVE, INCORPORATED

SUMMARY OF SUPPLEMENTAL DIRECT TESTIMONY

Mr. Searcy is a Managing Consuitant with C.H. Guernsey & Company. He provides
foundation for and explains Supplemental Sections A through R submitted to provide
calendar year 2010 data, with some nominal adjustments, in support of Mohave Electric
Cooperative, Incorporated’s (“Mohave” or the “Cooperative”) request for an adjustment in
rates and charges. His supplemental direct testimony specifically discusses the calendar
year 2010 data set forth in the supplemental schedules requested by Commission Staff,

including:
1. Mohave’s 2010 financial income statement with only revenue and power cost
adjustments as shown in Supplemental Sections A, C, M and N;
2. Original Cost and Fair Value Rate Base based on 2010 data as set forth in

Supplemental Section B; _

3. 2010 Long term debt and monthly Operating TIER as set forth in
Supplemental Sections D and E;

4. 2010 customer counts, usage data and adjustments as set forth in
Supplemental Section F; and

5. Comparison of existing and proposed rates based upon 2010 billing
determinants as set forth in Supplemental Sections H, Kand R.

Mr. Searcy also discusses how the 2010 data demonstrates that the adjusted 2009
test year is still representative of Mohave’s current operations and an appropriate base
upon which to establish rates and charges for the Cooperative.

o e e e e
Direct Testimony: Michael W. Searcy Page 3
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INTRODUCTION

Please state your name, your employer and your position.

My name is Michael W. Searcy and | am employed by C. H. Guernsey & Company. My
current position is Managing Consultant. My consulting activities include retail rate
and financial analysis on behalf of clients. Information related to my address,
educational background and work experience, and a copy of my resume, is included

in my testimony related to the original rate filing.
On whose behalf are you testifying in this matter?

I am appearing on behalf of Mohave Electric Cooperative, Incorporated (“Mohave”

or the “Cooperative").
Have you previously submitted testimony in this proceeding?

I prepared direct testimony in support of Mohave’s Application for an adjustment in
rates based upon a test year ending December 31, 2009. That testimony and
supporting schedules accompanied the Cooperative’s rate application filed March
30,2011 (the “Application” or “original filing”) as Attachment 3.

PURPQSE OF TESTIMONY
What is the purpose of your supplemental direct testimony?

In the course of reviewing Mohave’s Application to modify its rates and charges for
sufficiency, Commission Staff requested supplemental information based upon the
2010 calendar year. In order to avoid disputes and facilitate the prompt and
efficient processing of its Application, Mohave agreed to file specific Supplemental
Schedules based on Mohave’s calendar year 2010 operations, including:

1. The limited information required by Arizona Administrative Code
(“A.A.C.") R14-2-103(B)(3) dealing with rate filings of electric
distribution cooperatives (e.g., Supplemental Schedules A, C, D, E and
M),

2. Supplemental Schedules showing the impact of 2010 billing
determinants (e.g, Supplemental Sections F, H, K and R), excluding
Cost of Service schedules (e.g., Sections G, I and ]), and

Direct Testimony: Michael W. Searcy Page 4
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3. Supplemental Schedules showing the impact of 2010 data on the
calculation of base fuel costs and purchased power cost adjustor

revenues (e.g., Supplemental Sections F and N).

My supplemental direct testimony and the Supplemental Schedules to which I am
testifying are included with Mohave’s Supplemental filing as Attachment 4. All
Supplemental Schedules included in Attachment 4 are numbered based on the
original rate filing numbering scheme, but with the word “Supplemental” preceding
them. This numbering format is followed to allow the Commission to more readily
compare the original and 2010 schedules and to avoid confusion.

My supplemental direct testimony provides the foundation for all the Supplemental
Schedules being submitted by Mohave, discusses the data contained therein, and
that the 2010 supplemental data serves to verify that the adjusted 2009 test year is

representative of current operations and is not stale.

Were the schedules contained in Sections A through L and Sections N, O and R
included in Attachment 4 prepared by you or under your supervision?

Yes.

Who supplied the data used in developing the Sections and schedules you are

sponsoring?
All data was supplied by Mohave.

Please explain where the information required by A.A.C. R14-2-103 can be
found in Attachment 4.

The following table identifies where the data required by A.A.C. R14-2-103 can be

located in this rate filing:

Provision Data Location
B.3.a RUS Form 7 Supplemental Section M
B.3.a Most Recent (2010) Audit ' Supplemental Section M

B.S.c Bill Count Data
Bill Frequency Summary Supplemental Schedule H-5.0,

2010 Proof of Revenue - Existing Rates Supplemental Schedule F-4.0,

W
Direct Testimony: Michael W. Searcy Page 5
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2010 Proof of Revenue - Proposed Rates  Supplemental Schedule N-1.0
Detailed Bill Frequency Data Supplemental Schedule K-1.0,

B.3.d Summary of Change in Revenue Supplemental Schedule H-1.0

Billing Comparisons Supplemental Schedules H-4.0
-H-4.8
B.3.e Long -Term Debt
2010 Long-Term Debt Supplemental Schedule D-5.0
B.3.f Summary of TIER Supplemental Schedule E-2.0

What additional supplemental schedules providing 2010 data are you

sponsoring in your supplemental direct testimony?

A listing of all Supplemental Schedules is provided in the Table of Contents
preceding the schedules included in Attachment 4. Those schedules indicating they
are intentionally left blank reflect schedules for which Staff did not request

supplemental 2010 data.
What is the test year in this proceeding?

Mohave submitted its Application based upon the test year ending December 31,
2009. All information included in the supplemental filing is based on the calendar
year ending December 31, 2010. As discussed in more detail in my supplemental
direct testimony, the 2010 data demonstrates that the adjusted 2009 test year used

by Mohave remains representative of the Cooperative’s current operations.

FINANCIAL ADJUSTMENTS

Please explain Supplemental Schedule A-1.0.

Supplemental Schedule A-1.0 is the Income Statement for the 2010 calendar year

showing:
1. Actual 2010 Calendar Year (ending December 31, 2010),
2. Adjustments to the 2010 Calendar Year (Revenue and power cost only],

3. Adjusted 2010 Calendar Year (Actual Calendar Year Plus Adjustments),

o e e e e e e e e e e e ettt
Direct Testimony: Michael W. Searcy ‘ Page 6
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4. Requested Revenue Change (based upon proposed Tariffs set forth in Section
P of Attachment 3 to the Application), and

5. Adjusted Calendar Year With Rate Change (Adjusted Calendar Year Plus
Requested Revenue Change).

Adjustments described below correspond to adjustment amounts shown in the

“Adjustments” column on Supplemental Schedule A-1.0.

Column (a) is information taken directly from Mohave’s 2010 Form 7 based upon
audited data. The 2010 Form 7 is included in Supplemental Section M of Attachment
4. The 2009 Form 7 was provided in Section M of Attachment 3 to the Application.

Please explain adjustments shown on Supplemental Schedule A-1.0.
Adjustments are shown on Supplemental Schedules A-4.0 and A-5.0.
Operating Revenue (Supple al Schedule A-4.

Calculation of revenue shown on this schedule is developed on Supplemental
Schedule F-4.0. This schedule calculates revenue by applying existing rates to 2010
billing units. 2010 Customer and kWh billing units are found on Supplemental
Schedules F-1.0 through F-2.0. 2010 Demand billing units are found in Supplemental
Schedules R-1.0 through R-3.1.

B ven upplemental Schedules F-4.0, F-3.0 and F-4.1).

One of Mohave’s two Substation Level service customers was billed under a special
contract rate in 2010. The contract has now ended and will not be renewed.
Adjusted 2010 base revenue and PPCA revenue for this customer, therefore, have
been calculated under the standard LC&I rate as shown on Supplemental Schedule
F-4.0. A similar adjustment was made to the 2009 test year. (See, Schedule F-4.0 in
Attachment 3 to the Application).

Consistent with Mohave’s Application, an adjustment to base revenue related to
third-party sales (TPS) revenue has been made. The nature of the adjustment is -
explained in the direct testimony of Mr. Stover (Attachment 2 to the Application). As
shown on Supplemental Schedule F-3.0, 2010 TPS revenue was $1,826,810 as
compared to $630,817 in 2009. (See, Schedule F-3.0 to Attachment 3). The revenues
for TPS were adjusted to $3,698,667, as developed on Supplemental Schedule F-4.1.

Direct Testimony: Michael W. Searcy Page 7
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The same level of adjusted TPS revenues was reflected in the adjusted 2009 test
year as developed on Schedule F-4.1 in Attachment 3 to the Application.

Adjustments from all causes to base 2010 calendar year revenue result in an
increase of $2,423,662, as shown on Supplemental Schedules F-4.0, A-1.0 and A-4.0.
In contrast, the Cooperative had adjusted base test year 2009 revenue by
$3,655,648 as shown on Schedules F-4.0, A-1.0 and A-4.0 in Attachment 3 to the
Application. The $1,231,986 reduction in the amount of base revenue increase is
primarily due to the $1,195,993 increase in actual TPS base revenue in calendar
year 2010 over the 2009 test year TPS base revenue.

Billing Units (Schedules F-1.0 - F-4.0}.

Mohave did not show material growth in customers during 2009 or 2010.
Therefore, no adjustment to either the 2010 calendar year or 2009 test year data
was made to “year-end” customers. Consistent with thevadjusvtments made to the
2009 test year (as described at page 10, lines 1-17 of my direct testimony included
in Attachment 3 to the Application), customer counts were normalized as shown on
Supplemental Schedule F-1.2 and to TPS usage, as described above, and as shown on
Supplemental Schedule F-7.1.

Purchased Power Co dijustment Revenue (Supplemental Schedules F-4.0
and F-5.0).

A revenue adjustment was made to restate PPCA revenue based on adjusted 2010
power cost (Supplemental Schedule F-5.0). Total adjusted 2010 power cost
excluding TPS was used for the calculations along with total adjusted 2010 kWh
sales excluding TPS and lighting customers. As discussed at page 10, lines 22-25 of
my direct testimony (Attachment 3 of the Application) lighting customers kWh

usage is not individually metered and historically Mohave has not collected PPCA

revenue from this class of customer. On a going forward basis, Mohave will recover

PPCA revenue from lighting customers based upon imputed kWh usage for the type
of lighting involved.

The restatement of PPCA revenue decreases 2010 PPCA revenue by $677,317, in
contrast to a $3,639,180 decrease of 2009 test year PPCA revenue. In 2010, Mohave
recorded “Over/Under Revenue” of ($3,946,026). This was “zeroed out” as a part of
PPCA recalculation. The total adjustment related to 2010 calendar year PPCA

0 R

Direct Testimony: Michael W. Searcy Page 8
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revenue results in an increase of $3,268,709 ($3,946,026 - $677,317) as shown on
Supplemental Schedules F-4.0, A-1.0 and A-4.0. The total adjustment related to
2009 test year PPCA revenue resulted in an increase of $2,828,653 ($6,467,833 -
$3,639,180) as shown on Schedules F-4.0, A-1.0 and A-4.0 in Attachment 3 to the
Application.

Other Revenue (Supplemental Schedule C-4.0).

2010 “Other” revenue was reduced by $142,170, as shown on Supplemental
Schedule C-4.0. Consistent with the adjustments made to the 2009 test year, three
items were eliminated: Power Displacement Agreement Revenue (Acct 451), Device
Rental Revenue (Acct 454) and Other Electric Revenues (Acct 456). As explained in
my direct testimony at page 11, lines 5-9, these items are related to services
provided by the Cooperative to third parties under contracts that have terminated.
Account 454 - Pole Attachment Rental was increased to annualize revenue due to an
increase in the pole attachment revenue paid to Mohave. The total adjustment
related to 2009 test year “Other” revenue was a reduction of $118,189, as shown on
Schedules C-4.0, A-4.0 and A-1.0 in Attachment 3 to the Application.

Summa es to Total Revenue (Supplement dule A-1.0).

The total adjustment to revenue based on 2010 billing units, is an increase of
$5,550,201, as shown on'Supplemental Schedules F-4.0, A-1.0 and A-4.0. This
compares to an increase in revenue of $6,366,112 in the original filing based on
2009 billing units. The 1.2 million dollar reduction in the revenue adjustment
between the 2009 and 2010 is substantially offset by the reduction in purchased

power costs discussed next.
Purchased Power (Supplemental ule A-5.0).

The net increase to 2010 power cost is $5,508,614, as shown on Supplemental
Schedules F-7.2, A-1.0 and A-5.0. This compares to an increase of $6,190,975 to
2009 test year power costs set forth in Schedules F-7.2, A-1.0 and A-5.0 in
Attachment 3 of the Application. Adjusted 2010 purchased power expense was
developed on Supplemental Schedules F-7.0 through F-7.2 and summarized on
Schedule A-5.0. TPS power cost was adjusted to match estimated sales and
projected TPS unit power cost as developed in the Application at Schedules F-7.0
through F-7.2 of Attachment 3. For the remainder of the system, wholesale rates for

000 U
Direct Testimony: Michael W. Searcy - Page 9
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2011 were applied to adjusted 2010 billing units. Adjusted wholesale fuel cost used
in the calculation was déveloped by taking the actual monthly 2010 wholesale fuel
factors and correcting them based on the fuel cost rebasing included in the power
supplier’s most recent rate filing.

Consistent with the Application, Mohave proposes development of a property tax
adjustment (PTA) to reflect changes, up or down, in the overall property taxes it is
paying to governmental bodies, as compared to the level of property taxes included
in the adjusted 2009 test year. Supplemental Schedule N-2.2 shows that the amount
of change between the property tax included in the adjusted 2009 test year and the
actual 2010 property tax was only $3,314. This was not considered to be a material
amount, and no adjustment to revenue was made as a part of this 2010

supplemental analysis.

No adjustments were made to the 2010 Calendar Year Income Statement other than
those to revenue and power cost as discussed above.

Are the adjustments to 2010 revenue and power cost related to activities that
are known, measurable and of a continuing nature?

Yes.
What is the overall impact of the adjustments made to 2010?

The overall impact of the revenue and expense adjustments is to increase 2010
operating margins by $41,587, as reflected in column (b) of Supplemental Schedule
A-1.0.

As shown on Schedule A-1.0 Attachment 3 to the Application, the adjusted 2009 test
year gross income (revenue - power cost) is $14,276,228 ($78,740,725 -
$64,464,497). As a part of this review of 2010 data, the adjusted 2010 gross income
is $14,265,329 ($76,068,006 - $61,802,677) - a reduction of gross revenue from
adjusted 2009 test year to adjusted 2010 calendar year of just $10,899.

The adjusted 2010 Operating TIER is 0.21, the RUS OTIER is 0.23 and the CFC DSC is
0.83. As reflected on Schedule A-1.0 in Attachment 3 to the Application, the adjusted
2009 test year Operating TIER is 0.56, the RUS OTIER is 0.57 and the CFC DSC is
1.06.

0
Direct Testimony: Michael W. Searcy Page 10




10
11

12
13
14
15
16
17

18
19
20

21
22
23
24
25
26

27

In both 2010 and 2009, the coverage ratios are insufficient and additional revenue is

needed to improve the coverage ratios.

Would using the adjusted 2010 calendar year discussed above justify a greater
or lesser increase in revenues than use of the adjusted 2009 test year?

The lower coverage ratios in 2010 would justify a greater increase in revenues than

requested by Mohave’s Application.

Is Mohave requesting a greater increase to reflect the reduced financial

coverage based upon the 2010 calendar year data?
No. The Cooperative is requesting the same rates as proposed in its Application.

What is the impact on the income statement of applying the proposed rates to
2010 billing units?

Supplemental Schedule A-1.0 shows in column (e) the impact on revenue of
applying the proposed rates to 2010 billing units. There is an increase in revenue of
$2,994,231. As reflected on Schedule A-1.0 of Attachment 3 of the Application, the
amount of revenue change resulting from applying the proposed rates to 2009
billing units was $2,980,757. The difference in rate change between the 2009 test
year and calendar year 2010 ($13,474) is minimal.

Supplemental Schedules N-1.0, N-2.1, and N-3.0 show development of proposed
revenue applied on 2010 billing units. A summary of proposed revenue applied on
2010 billing units is shown on Supplemental Schedule H-1.0.

The adjusted 2010 Operating TIER with the proposed rate change is 1.59, the RUS
OTIER is 1.61 and the CFC DSC is 1.62. These coverage ratios are less than the ratios
for the adjusted 2009 test year with proposed rate change as reflected on Schedule
A-1.0 of Attachment 3 to the Application (Adjusted Operating TIER with new rates
of 1.92, RUS OTIER of 1.94 and CFC DSC of 1.85), but in each case they exceed the

minimum requirements of Mohave’s lenders.

]
Direct Testimony: Michael W. Searcy Page 11
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RATE BASE

What is the Fair Value Rate Base developed in the adjusted 2010 calendar
year?

The adjusted calendar year 2010 original cost rate base of $48,083,871 as of
December 31, 2010, reflected on Supplemental Schedule B-1.0, is the Fair Value Rate
Base (“FVRB”) for ratemaking purposes. As was the case in the application based
upon a test year ending 12/31/2009, this amount includes substantial reductions
for consumer deposits, consumer construction advances and consumer energy

prepayments. Cash working capital has also been removed.

COST OF SERVICE STUDY

Is Mohave providing supplemental calendar year 2010 data related to the Cost
of Service Study it filed with the Application as Schedule G and supporting
schedules?

No. Mohave and the Commission Staff agreed that the originally filed cost of service
study based upon the 2009 test year data will be utilized for processing Mohave’s

Application, subject any necessary adjustments.

RATE DESIGN AND IMPACT ON CUSTOMERS

Is Mohave proposing any revisions to the rates and rate designs reflected in its
Application as a result of the supplemental 2010 data?

No. The calculations developed for the rate change adjustment to the 2010 calendar
year simply apply the rates and charges proposed in the Application to 2010 billing
units.

What are the proposed revenue changes for each class using 2010 billing

units?

The revenue change resulting from Mohave’s proposed rates for each rate class
under 2010 billing units is shown on Supplemental Schedule H-1.0. Proposed PPCA
base cost used in the calculation of the proposed PPCA. revenue is shown on
Supplemental Schedules N-2.0 and 2.1. Note, the base cost of power per kWh
included in rates (“Authorized Base Cost”) is the base cost developed on the
adjusted 2009 test year of $0.091183.

S0
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Why do some of the Time-of-Use rate classes in particular show different
percentage increases based on 2010 usage as compared to the 2009 test year?

Mohave’s small commercial and large commercial and industrial rate time-of-use
rate classes have very few customers. In 2009, there were four customers in the
small commercial TOU class and only one in the secondary LC&I TOU class. In 2010,
there were eight customers in the small commercial TOU class and three in the
secondary LC&I class. Customers are free to move to and from the TOU rate classes.
While the changes in dollar amount difference of the 2009 and 2010 increase are

relatively small, on a percentage basis, the changes appear to be high.

In addition, as discussed in the Mohave’s Application in my direct testimony at page
27, line 26 through page 28, line 8, existing time-of-use rates for all demand billed
time-of-use rate classes include only a single demand charge, based on usage during
the on-peak window. While the majority of the demand cost included in the demand
charge is related to purchased power capacity cost, the Cooperative should recover
at least a portion of its own capacity-related cost of providing service through the
demand charge. An unintended result of the existing rate design is to allow
customers who can shift usage out of the on-peak period to avoid, not only
purchased power capacity cost, but also the Cooperative’s recovery of its own

capacity-related wires cost.

In the proposed rate designs, Mohave separates its time-of-use demand charge into
an on-peak demand charge to recover purchased power capacity cost, which the
customer can avoid by shifting usage outside of the on-peak windows; and a
monthly non-coincident peak (NCP) demand charge to recover a portion of the
Cooperative’s own wires cost of providing service and measured in the same
manner as the demand is applied to the standard irrigation customers.

Why is the percentage increase for lighting less than originally proposed?

As 1 already indicated, the lighting class has historically not been billed PPCA due to
a lack of billed kWh units. On a going forward basis, Mohave proposes to impute a
standard kWh based upon the lighting fixture involved and to bill lighting customers
a monthly PPCA under proposed rates. Since there is a small reduction in the
adjusted 2010 PPCA factor as compared to the 2009 adjusted test year, including
collection of PPCA in the proposed rates results in a smaller percentage increase.

T A T e e e e}
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Have all of the rate designs been revised to reflect proposed base power cost
in the wholesale power cost adjustment?

Yes. Each proposed retail rate design reflects the proposed wholesale power cost
adjustment calculated using the base power cost of $0.091183 per kWh sold, as
shown on Supplemental Schedules N-2.0 and N-2.1. Since the adjusted 2010 cost of
power at $0.089333 per kWh is slightly less than the 2009 adjusted test year power
cost per kWh, the PPCA factor under proposed rates to apply to 2010 billing units is
($0.00185) per kWh. As stated earlier, there is no proposed change to the base cost
of power used to calculate PPCA as proposed in the Application.

Does Mohave propose changes to its service charges or fees?

Yes. These changes are reflected in the Application. Supplemental Schedule N-3.0
shows proposed changes to existing service charges or fees, also called “other

revenue.” The 2010 occurrences of these charges or fees were used to calculate the

adjusted 2010 “other revenue.”

Total additional revenue proposed from “other revenue” is $256,647 based upon
2010 data as compared to $274,546 of additional “other revenue” based upon the
20009 test year - a reduction of $17,899 in 2010 as compared to the 2009 test year.

TARIF NGE

After reviewing the supplemental 2010 data, does Mohave propose changes to
its rate tariffs beyond those originally reflected in the Application?

No. Mohave understands that its proposed rates would not have produced the level
of revenues it is requesting during 2010 due to a decrease in kWhs sold. HoweVer,
by implementing a rate design that more closely reflects cost incurrence, the bulk of
the lost sales are set off by reduced power costs.

SUMMARY OF IMPACT OF 2010 DATA

Please summarize the differences between the 2009 test year used by Mohave
in its Application and the adjusted 2010 calendar year data.

As indicated above, the 2010 calendar year data as adjusted for the new wholesale
power rate, new wholesale billing units, and the accompanying changes on PPCA
revenue result in total gross income (revenue less power cost) that is extremely

Direct Testimony: Michael W. Searcy Page 14
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similar to the gross income shown in the adjusted 2009 test year upon which
Mohave’s Application is based.

As shown on Supplemental Schedule A-1.0, 2010 operating expenses excluding cost
of power were $15,974,336 ($75,456,285 + $2,320,728 - $61,802,677). Actual 2009
test year operating expenses excluding cost of power as shown on Schedule A-1.0 in
the original filing were $15,594,333 ($71,532,793 + $2,335,062 - $58,273,522). This
difference of $380,003 is only 0.5% different from the actual 2009 total operating
expense level of $73,867,855 ($71,532,793 + 2,335,062). In the 2009 test year, the
operating margin was ($1,493,242). Calendar year 2010 showed an operating
margin of ($1,750,594).

Does the adjusted 2010 calendar year data serve to validate the
reasonableness of Mohave’s use of a 2009 test year?

Yes. The similarities in usége, gross income and expenses indicate that the 2009
adjusted test year expense levels used to determine the revenue requirement in the
Cooperative’s Application continue to be representative of expense levels the
Cooperative should recover through its rates and gross income. Calendar year 2009
continues to represent data that can be confidently used to develop adjusted test
year expense levels (including power cost), adjusted and proposed test year

revenue levels, a sound cost of service study and rate designs.

We prepared Supplemental Schedule A-1.1 comparing the 2009 test year with
revenues from Mohave’s proposed rates to the adjusted 2010 calendar year with
revenues from Mohave’s proposed rates. The bottom line is that the supplemental
2010 data tends to support a somewhat greater revenue increase than Mohave is
proposing. However, the level of increase does not warrant the time and cost

associated with development of an entirely new test year.
Does this conclude your testimony?

Yes, it does.

W
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INDEPENDENT AUDITORS’ REPORT

The Board of Directors
Mohave Electric Cooperative, Inc.
Bul lhead City,. AZ

We have audited the accompanying balance sheet of Mohave Electric Cooperative, Inc.
as of December 31, 2010, and the related statements of revenue and patronage capital
and cash Tflows for the year then ended. These financial statements are the
responsibility of the Cooperative’s management. Our responsibility is to express an
opinion on these financial statements based on our audit. The financial statements
of Mohave Electric Cooperative, Inc. for the year ended December 31, 2009 were
audited by other auditors, whose report dated June 20, 2010 expressed an unqualified
opinion on those statements. '

We conducted our audit in accordance with auditing standards generally accepted in
the United States of America and the Government Auditing Standards issued by the
Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in- the financial
statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
financial presentation. We believe that our audit provides a reasonable basis for
our opinion.

In our opinion the financial statements referred to above present fairly, in all
material respects, the financial position of Mohave Electric Cooperative, Inc. as of
December 31, 2010, and the results of its operations and cash flows for the year
then ended, in conformity with accounting principles generally accepted in the
United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated
May 17, 2011, on our consideration of Mohave Electric Cooperative, Inc.’s internal
control over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts and grants. The purpose of that report
is to describe the scope of our testing of internal control over financial reporting
and compliance and the result of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards
and should be considered in assessing the results of our audit.




The Board of Directors
Mohave Electric Cooperative, Inc.
Bul fhead City, AZ

Our audit was conducted for the purpose of forming an opinion on the basic financia!
statements taken as a whole. The accompanying schedule of federal awards is
presented for purposes of additional analysis as required by U.S. Office of
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations, and is not a required part of the basic financial statements.
Such information has been subjected to the auditing procedures applied in the audit
of the basic financial statements and, in our opinion, is fairly stated, in all
material respects, in relation to the basic financial statements taken as whole.

Dregen & Reloo, P.C.. P.A4.

May 17, 2011




MOHAVE ELECTRIC COOPERATIVE, INC.
BALANCE SHEETS

December 31, 2010 and 2009

ASSETS

UTILITY PLANT

Electric plant in service $ 88,890,934

Construction work in progress 3,021,375
91,912,309
Less: accumulated depreciation (35.708,315)
Total Utility Plant 56,203,994
INVESTMENTS
Subordinated certificates 2,802,850
Investments in associated organizations 30,024, 396
Non-utility property 150,000
Other investments 2.751.898
Total Investments 35,729,144
CURRENT ASSETS ’
Cash and cash equivalents 20,370,432

Note receivable - current portion 127,374
Accounts receivable (less alliowance for
doubtful accounts of $197,000 in 2010

and $212,000 in 2009) 5,405,118
Materials and supplies 2,115,226
Other current assets 607,515
Total Current Assets 28,625,665

DEFERRED CHARGES __ 14,479,221
TOTAL ASSETS $.135,038,024

The accompanying notes to the financial statements
are an integral part of this statement

2009

$ 88,368,544
428,827

88,797,371
(. 33.642.088)

5,155,2

2,810,718
26,468,823
150,000
—1.754.400

31,183,941

19,924,396
111,823

5,360,120
2,132,276
—505.483

28,034,098

16,042,019




MEMBERS’ EQUITY AND LIABILITIES

MEMBERS’ EQUITY

Patronage capital
Other equities

Total Members’ Equity

LONG-TERM DEBT

Mortgage notes
Less: current maturities

Total Long-Term Debt

CURRENT LIABILITIES

Current maturities of long-term debt
Accounts payable

Accrued interest payable

Accrued taxes

Other current liabilities

Total Current Liabilities

DEFERRED CREDITS

TOTAL MEMBERS’ EQUITY AND LIABILITIES

$ 67,565,118
2,237,413

802,531

39,140,805
(__1,695,000)

37,445,805

1,695,000
5,659,565
72,983
838,113
3,351,607

11,617,268

$.135.038,024

$ 65,446,465
2,180,753

67,627,218

40,765,556

{1.623,622)

39,141,934

1,623,622
4,443,446
55,321
878,792
__.2.878.421

9,879,602

$_130.415,341




MOHAVE ELECTRIC COOPERATIVE, INC.

STATEMENTS OF REVENUE AND PATRONAGE CAPITAL

FOR THE YEARS ENDED DECEMBER 31

OPERAT ING REVENUE

Sale of electricity
Other operating revenue

Total Operating Revenue

OPERATING EXPENSE

Cost of power

Transmission expense
Distribution - operations
Distribution - maintenance
Consumer accounts

Customer service and information
Administrative and general
Depreciation and amortization
Interest on long-term debt
Interest expense -~ other

Total Operating Expense
NET OPERATING MARGIN (LOSS)
NON-OPERATING MARGIN

Interest income :
Other non-operating income

Total Non-Operating Margin
CAPITAL CREDITS

NET MARGINS FOR PERIOD

PATRONAGE CAPITAL - BEGINNING OF YEAR
Retirement of capital credits

PATRONAGE CAPITAL - END OF YEAR

The accompanying notes to the financial statements

$ 69,768,736

749,068
70,517,804

56,294,063
169,400
2,773,701
1,194,658
2,227,247
292,478
4,756,456
2,239,667
2,161,308
— 142,396

72,251,374

( 1,733.570)

410,049
61,039

471,088

3,617,656

2,355,174
65,446,465

67,801,639
{ _236,521)

$_67.565,118

are an integral part of this statement

2009

$ 71,654,111
720,503

72,374,614

58,273,523
374,367
2,407,216
1,397,297
2,332,076
270,531
4,301,230
2,176,550
2,208,733
118,932

73,860,455

(.1.485,841)

499,868
107,228

607,096
— 6,498,576
5,619,831

60,267,905

65,887,736
{441.271)

$_65.446.465




_ MOHAVE ELECTRIC COOPERATIVE,

INC.

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from customers
Interest and dividends received

Cash paid to suppliers and employees
Interest paid

Net Cash Provided (Used) By Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES:

Investment in plant
Materials and supplies
Patronage capital recovery
Other investing activities

Net Cash Provided (Used) By Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES:

Loan funds received
Retirement of long-term debt
Retirement of capital credits
Other financing activities

Net Cash Provided (Used) By Financing Activities

NET INCREASE IN CASH AND CASH EQUIVALENTS

Cash and cash equivalents ~ Beginning of year

CASH AND CASH EQUIVALENTS - END OF YEAR

2010

$ 72,939,678
410,049
(64,598,611)
(_2,286,042)

6,465,074

( 3,288,378)
17,050
69,951

(1.013,049)

(_4,214,426)

-0-
( 1,624,751)
(  236,521)

$.20,370,432

The accompanying notes to financial statements
are an integral part of this statement

2009

$ 72,373,870
499,868
(63,134,063)
(_2,324,197)

7,415,478

( 888,851)
347,218
31,303
(_1.924.871)

{2,435,201)

1,106,000

( 1,555,703)
( 441,271)
110,485

(___780,489)

4,199,788

15,724,608

$.19,924,396




MOHAVE ELECTRIC COOPERATIVE, INC.
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31

RECONCILIATION OF NET MARGIN TO NET CASH
PROVIDED BY OPERATING ACTIVITIES:

Net margin $ 2,355,174 $ 5,619,831
Adjustments to reconcile net margins to net
cash provided by operating activities:

Depreciation and amortization 2,239,667 2,176,550
Patronage capital credits from suppliers (3,617,856) (6,498,575)
(Increase) decrease in accounts receivable { 44,998) 1,655,598
(Increase) decrease in deferred debits 1,562,798 ( 273,706)
(Increase) decrease in other assets ( 102,032) 140,403
Increase (decrease) in accounts payable 1,216,119 4,513,802
Increase (decrease) in interest payable 17,662 3,468
Increase (decrease) in accrued taxes ( 40,679) 105,631
Increase (decrease) in other liabilities 473,186 468,019
Increase (decrease) in deferred credits _2.405,833 {_495,543)

Net Cash Provided (Used) By Operating Activities $_6,465,074 $ 7.415.478

The accompanying notes to financial statements
are an integral part of this statement




MOHAVE ELECTRIC COOPERATIVE, INC.
NOTES TO FINANCIAL STATEMENTS

December 31, 2010 and 2009

SUMNMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Cooperative is a Rural Eilectric Cooperative whose principal business is the
distribution of electrical power to residences and businesses located in three
counties in northwest Arizona. As a regulated enterprise with a member-elected
board of directors, the Cooperative accounts for such regulation under
professional accounting standards ASC 980, Regulated Industries. The accounting
policies followed by the Cooperative are in conformity with generally accepted
accounting principles as they apply to a regulated electric utility. The rates
are regulated by the Arizona Corporation Commission (ACC) and are designed to
recover the cost of providing electric distribution to the members of the
Cooperative.

The Cooperative employs the Uniform System of Accounts prescribed by the Rural

Utilities Service (RUS). As a result, the apptication of generally accepted
accounting principles by the Cooperative differs in certain respects from such
application by non-regulated enterprises. These differences primarily concern

the timing of the recognition of certain revenue and expense items.

Depreciation is recorded on the composite basis for transmission and distribution
ptant, and the unit basis (straight-line basis) for general plant, and is charged
to capital and operating accounts at rates adopted by the Board of Directors in
conformity with guidelines provided by RUS and the ACG. Depreciation provisions
are computed on additions beginning the month after they are placed in service.
When units of property are retired, their average cost (specific unit cost for
substantially all of.the general plant) is removed from utility plant and the
cost, less net salvage, is removed from allowances for depreciation.
Expenditures for normal repairs and maintenance are charged to operations as
incurred.

Continuing property records are maintained on a current basis. These provide the
average installed cost of the plant in service.

. The Cooperative has determined that it does not have any long~lived assets for

which it has a contractual or legal obligation to remove in the future.

Investments in associated organizations are carried at face value of equity
certificates. Other amounts included in investments are generally carried at
cost or fair value depending upon the classification of the securities.

The Cooperative carries its accounts receivable at cost less an allowance for
doubtful accounts. On a periodic basis, the Cooperative evaluates its electric
accounts receivable and establishes an allowance for doubtful accounts, based on
past history of bad debt write~offs, collections, and current credit conditions.
Electric accounts receivable are generally considered past due if the Cooperative
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MOHAVE ELECTRIC COOPERATIVE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2010 and 2009
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
has not received payment by the due date of the bill and are generally turned
over for collection if they remain unpaid for 90 days. It is the Cooperative’s

policy that accounts are written off if they remain uncollected, and collection
efforts have been exhausted. Payments received on accounts after they are written
off are considered a recovery of the bad debt. As of December 31, 2010 and 2009,
the Cooperative had approximately $49,000 and $163,000, respectively, in electric
accounts receivable that were over 90 days old and the balance in the allowance
for doubtful accounts approximated $197,000 and $212,000, respectively.

Materials and supplies are stated at average cost.

For purposes of the Statement of Cash Flows, the Cooperative considers all short-
term deposits and highly liquid investments with an original maturity date of
three months or less to be cash and cash equivalents.

The Cooperative follows industry practice of recording revenue concurrently with
its billings to customers, net of taxes collected for taxing authorities, and
recording cost of power upon receipt of their billing from the supplier. Revenue
is not accrued for power delivered and not billed as of the end of each month.
As of December 31, 2010 and 2009, this unbilled revenue is estimated at
approximately $2,693,600 and $3,313,000, respectively.

In conformity with its bylaws, the Cooperative conducts its operations on a
cooperative nonprofit basis. Annual revenue, in excess of the cost of providing
service, is allocated in the form of capital credits to the customers’ capital
accounts on the basis of patronage. '

The Cooperative has a letter of exemption from Federal income tax, issued by the
Internal Revenue Service, and files IRS Form 990 annually.

Financial Accounting Standards Board Interpretation No. 48 (FSP FIN 48),
Accounting for Uncertainty in Income Taxes, which is codified at FASB ASC 740,
Income Taxes, was issued in 2006. Hence, there have been three amendments to
defer the effective date of implementation, including the most recent, FSP FIN
48-3 (ASC 740), which deferred the implementation date to fiscal years beginning
on or after December 15, 2008. The Cooperative adopted FSP FIN 48 (ASC 740)
effective January 1, 2009. An evaluation of whether or not it has any uncertain
tax positions is determined on an annual basis by the Cooperative. While the
Cooperative believes it has adequately provided for all tax positions, amounts
asserted by taxing authorities could be different than the positions taken by the
Cooperative. The Cooperative recognizes any interest and penalties assessed by
taxing authorities in income tax expense.



MOHAVE ELECTRIC COOPERATIVE, INC.
NOTES TO FINANCIAL STATEMENTS

December 31, 2010 and 2009

CERTAIN SIGNIFICANT RISkS AND UNCERTAINTIES

The preparation of financial statements in conformity with generaltly accepted
accounting principlies requires management to make estimates and assumptions that
affect certain reported amounts and disclosures. Accordingly, actual results
could differ from those estimates.

Two members accounted for 8% of the electric revenues reported for both the years
ended December 31, 2010 and 2009, ‘and the loss of any one could have an adverse
effect on the Cooperative. However, management does not expect. that the business
relationship with either of these members will be lost.

The Cooperative’s collective bargaining agreement expires in the near-term.
Management does not expect any work stoppage.

Concentrations of credit risk arises from the Cooperative’s granting of credit to
its member customers, uninsured funds deposited in federally insured financial
institutions which may be in excess of the insurance limits at various times
during the year, and other uninsured cash funds of $18,100,000 at December 31,
2009. '

ASSETS PLEDGED

Substantially all assets are pledged as security for long-term debt to RUS, and
the Federal Financing Bank (FFB), and concurrent mortgage notes to the National
Rurat Utilities Cooperative Finance Corporation (CFC) and CoBank.

UTILITY PLANT

A summary of the utility plant and accumulated depreciation follows:

December 31

2010 2009

Intangible plant : $ 579 $ 579
Transmission plant 11,200,152 11,182,870
Distribution plant 68,612,970 68,073,168
General plant 9,077,233 9,111,927
Total Electric Plant 88,890,934 88,368,544
Construction work in progress 021,375 428,827

91,912,309 8,797,371



SUBORD INATED CERTIFICATES
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MOHAVE ELECTRIC COOPERATIVE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2010 and 2009
UTILITY PLANT (Continued)
December 31
2010 2009
Accumulated depreciation:
Transmission plant $ 3,246,282 $ 2,964,283
Distribution plant 26,372,638 24,648,546
General plant —6,097.478 — 6.032,255
35,716,398 33,645,084
Retirement work in progress { _ 8.083) ( 2,996)
35,708,315 33,642,088
Net Utility Plant $.56,203,994 $.55,155,283

Transmission plant is depreciated, under the straight-line composite basis, at
the annual rate of 2.75%.

Distribution plant is depreciated, under the straight-line composite basis, at
the annual rate of 3.00%.

General plant is depreciated over the estimated useful life of the assets, under
the straight-line composite basis, at various rates ranging from 2.00% to 20.00%.

During the year ended December 31, 2009, the Cooperative changed its estimate on
the economic life of the electric plant by updating its depreciation rates based
on a depreciation study conducted in 2009. The Cooperative applied the change in
estimate prospectively in 2009 in accordance with ASC 250-10-50-4. The result
was an increase in depreciation expense of approximately $300,000 for the year
ended December 31, 2009.

v

December 31

2010 2009
Capital term certificates $ 562,410 $ 562,410
Loan term certificates 117,500 117,500
Zero term certificates 122,940 130,808
Member capital securities 2,000,000 2,000,000
Total $2,802,850 $2.810,718
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MOHAVE ELECTRIC COOPERATIVE, INC.
NOTES TO FINANCIAL STATEMENTS

December 31, 2010 and 2009

SUBORD INATED CERTIFICATES (Continued)

The capital term certificates yield 5.00%, the loan term certificates yield
3.00%, and the zero term certificates have no yield. All of the certificates
have various maturity dates through the year 2080.

The member capital securities have an interest rate of 7.50%, with a first call
date of August 26, 2014, and a maturity date of December 23, 2044.

INVESTMENTS [N ASSOCIATED ORGANIZATIONS

This category consists mainly of patronage capital due from organizations of
which the Cooperative is a member.

. December 31

2010 2009

Patronage capital - CFC $ 345,457 $ 322,050
Patronage capital - Arizona Electric Power

Cooperative, Inc. ) . 26,350,787 22,850,473
Patronage capital - Southwest Transmission

Cooperative, Inc. 2,347,466 2,337,712
Patronage capital - NRTC 659,608 671,156
Patronage capital - CoBank 130,073 124,111
Patronage capital-Federated Rural Insurance

Exchange 109,280 89,302
Other investments in associated organizations _ . B1.725 74,019
Total $30.024,396 $26,468,823

OTHER INVESTMENTS
December_ 31
2010 2009
Note receivable - sale of DirecTV rights $ 1,664,400 $ 1,776,223
Notes receivable-renewable energy projects 375,000 -0-
Note receivabie -~ employee 80,000 90,000
Marketable securities __ 759,872 I ¢
2,879,272 1,866,223

Less: current portion . (. 127.374) (__111,823)
Total $.2,751.898 $_1.754,400
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MOHAVE ELECTRIC COOPERATIVE, INC.
NOTES TO FINANCIAL STATEMENTS

December 31, 2010 and 2009

OTHER INVESTMENTS (Continued)

The gain on the sale of DirecTV rights is being deferred and recognized over the
installment period noted below. Principal payments of $111,823 and $106,534 were
received for the year ended December 31, 2010 and 2009, respectively. The note
is carried at cost, is current at both December 31, 2010 and 2009, is unsecured,
and management believes it is collectible. It matures in 2021.

The other notés receivable are carried at cost, are current at both December 31,
2010 and 2009, and are unsecured. Management believes they will be collected.
The note receivable-employee is repaid through payroll deduction.

The Cooperative determines the appropriate classification of its investment
securities (debt and equity securities) at the time of purchase and reevaluates
such determinations at each balance sheet date. Investments are classified as
held-to-maturity when the Cooperative has the positive intent and ability to hold
the securities to maturity. For those not classified as held-to-maturity, they
are classified as available for sale since the Cooperative does not intend to
sell them in the near-term. The investments classified as held-to-maturity . are
stated at cost and those classified as available for sale are stated at fair
value, as determined by quoted market prices.

As of December 31, 2010, marketable securities consisted of the following:

Unrealized
, Fair Gains

Cost Value {Losses)

Held-to-maturity securities $128,558 $128,380 ' $( 178)
Available for sale securities 635,000 631,492 {3,508)
Total $163,558 $159,872 $(3.686)

The Cooperative did not sell any'of its marketable securities during the year
ended December 31, 2010, and recorded the unrealized loss in the financial
statements. All of the securities are classified as non-current.

NON-UTILITY PROPERTY
December 31
2010 2009

‘Rea! estate $150,000 $150.000
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MOHAVE ELECTRIC COOPERAT!VE,_|NC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2010 and 2009
|
OTHER CURRENT ASSETS
December 31
2010 2009
Prepaid insurance $112,143 $122,476
interest receivable 45,766 48,930
Prepaid dues 184,898 34,029
Prepaid purchased power 178,394 225,391
Prepaid right of way rent 56,622 35,686
Undistributed warehouse expense 305 -0~
Other prepaid expenses 29,387 38,971
Total $607.515 $505,483
DEFERRED CHARGES
December 31
2010 2009
Past service pension cost $ 607,941 $ 655,822
Construction advances 13,705,566 15,284,869
Preliminary survey and investigation 47,082 86,910
Work plans ' 127,410 13,183
Undistributed transportation expense 575 -0~
Other deferred charges { 9.353) (... B,765)
Total $_14.,479,221 $.16,042,019

Past service pension cost is amortized on the straight-line basis over future
periods as aliowed for under the Statement of Financial Accounting Standards No.
71 (SFAS 71), which is codified at FASB ASC 980, Regulated Enterprises.
Amortization amounted to $47,881 for both the years ended December 31, 2010 and
2009.

The construction advances made on transmission projects will be recovered over
future periods through credits on purchased power from the Cooperative's power
suppliers as per the contractual agreements.
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MOHAVE ELECTRIC COOPERATIVE, INC.
NOTES TO FINANCIAL STATEMENTS

December 31, 2010 and 2009

MEMBERS' EQUITY

Patronage Patronage
Capital Capital Other

._Credits Unallocated Equities Total
Balance December 31, 2008 $ 52,116,114 $ 8,151,791 $ 2,070,268 $ 62,338;173
Net margin, year 2009 -0- 5,619,831 -0- 5,619,831
2008 allocation 8,151,796 (8,151,796) -0- -0-
Capital credits retired ( 441,271) -0- 111,159 ( 330,112)
Other changes =0- -0- 674) ( 674)
Balance December 31, 2009 59,826,639 5,619,826 2,180,753 67,627,218
Net margin, year 2010 -0- 2,355,174 -0~ 2,355,174
Capital credits retired ( 236,521) -0- 78,750 ( 157,771)
Other changes {__387.675) 387.67 (___22,090) ( 22.090)
Balance December 31, 2010 $_59,202.443 $_8.362,675 $_2.237.413 $_69.802,531

Under the provisions of the RUS mortgage agreement, until the equities and
margins equal or exceed thirty percent of the total assets of the Cooperative,
the retirement of capital credits is generally limited to twenty-five percent of
the patronage capital or margins from the prior calendar year. The CFC and
CoBank mortgage agreement provisions differ slightly. This limitation does not
usually apply to capital credit retirements made exclusively to estates.

The total equities of the Cooperative are approximately 52% of the total assets
as of both December 31, 2010 and 2009. Other equities consist of memberships,
donated capital and retired capital credits gain.

LONG-TERM DEBT

Long-term debt consists of mortgage notes payable to RUS and CFC with various
maturities through 2039.
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MOHAVE ELECTRIC COOPERATIVE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2010 and‘2009
LONG-TERM DEBT (Continued)
The following is a summary of these notesi
_December 31
2010 2009
RUS mortgage notes $ 14,816,618 $ 15,770,992
CFC mortgage notes 5,573,455 5,932,082
FFB mortgage notes 17,093,736 17,373,863
CoBank mortgage notes 1,656,996 1,688,619
39,140,805 40,765,556
Less: current maturities {.1,695,000) (1,623,622)
Total Long-Term Debt $_37,445.805 $.39.141,934

The RUS notes have fixed interest rates that ranged between 2.00% and 5.25% as of

both December 31, 2010 and 2009.

The CFC notes have fixed interest rates that ranged between 5.75% and 8.75% as of

both December 31, 2010 and 2009.

The FFB notes have fixed interest rates that ranged between 4.006% and 5.053% as

of both December 31, 2010 and 2009.

The CoBank note has a fixed interest rate of 7.25% as of both December 31, 2010

and 2009.

Based on current obligations, principal payments toward the above long-term debt

for the next five years will require approximately:

2011
2012
2013
2014
2015

$1,695,000
$1,735,000
$1,810,000
$1,845,000
$1,925,000
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MOHAVE ELECTRIC COQOPERATIVE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2010 and 2009
OTHER CURRENT LIABILITIES
December 31
2010 2009
Customers’ deposits $2,732,714 ) $2,131,282
Patronage capital payable , 34,062 54,372
Accrued payroll 265,690 337,680
Accrued employees vacation 287,091 . 296,926
Other current liabilities __32.050 58,161
Total : $3,351,607 $2,878.421

SHORT-TERM LINE OF CREDIT

The Cooperative has a $5,800,000 line of credit agreement with a variable
interest rate, established with CFC. It expires March 9, 2011 and was renewed
subsequent to December 31, 2010. No funds had been drawn as of December 31, 2010
and 2009. Certain pre-conditions may be required of the Cooperative prior to
draw down of these funds, such as repayment of the entire balance once a year.

DEFERRED CREDITS

December 31

. 2010 2008
Customers’ prepayments $ 805,439 $ 737,470
Customers’ advances for construction 3,868,870 5,024,136
Deferred gain - sale of DirecTV rights 1,214,052 1,324,421
Deferred revenue assessments 974,861 1,293,298
Accumulated over-recovery of power cost 9,145,832 5,199,806
Other deferred credits v __"163,366 187,456
Total $16,172,420 $13,766,587

The Cooperative sold its exclusive DirecTV rights back to an affiliated
organization, Western Competitive Solutions, Inc. (Western), an Arizona
corporation, in a previous year. The Cooperative is deferring the gain from the
sale over the life of the corresponding note receivable established by SFAS No.
71 (ASC 980) on a straight-line basis. The amount of gain recognized in 2010 and
2009 was $110,369 for each year, and is included in the caption “Other non-
operating revenue” in the Statement of Revenue and Patronage Capital.
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MOHAVE ELECTRIC COOPERATIVE, INC.
NOTES TO FINANCIAL STATEMENTS

December 31, 2010 and 2009

DEFERRED CREDITS (Continued)

The Cooperative’'s tariffs for electric service, as approved by the ACC, include a
power cost recovery factor under which any differences between the revenue
generated from the power cost included in base rates and actual power cost are
deferred and are either charged or credited to customers’ monthly billings in
future periods. As of both December 31, 2010 and 2009, the Cooperative had
accumulated net over-recovery of $9,145,832 and $5,199,806, respectively.

FAIR VALUE OF FINANCIAL INSTRUMENTS

The estimated fair value amounts have been determined by the Corporation using
available market information and other appropriate vailuation methods.

The following methods and assumptions were used to estimate the fair value of
each class of financial instruments, for which it is practicable to estimate the
value set forth in Statement of Accounting Standards No. 107 (SFAS 107), which is
codified at FASB ASC 820, Fair Value Measurements and Disclosures.

Cash and cash equivalents - The carrying amount approximates the fair value.

Fixed-rate debt - The fair value is determined based on the discounted cash flows
using current interest rates available to the Corporation for
similar debt.

December 31, 2010

Assets: v
Cash and cash equivalents $20,370,432 $20,370,432
Investments $ 2,751,898 (M
Subordinated certificates $ 2,802,850 (1)
Other associations $30,024, 396 (1)
Liabilities:
Long-term debt $39, 140,805 $42,873,949
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MOHAVE ELECTRIC COOPERATIVE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2010 and 2009
FAIR VALUE OF FINANCIAL INSTRUMENTS (Continued)
December 31, 2009
Carrying Amount Estimated Fair Amount
Assets:
Cash and-cash equivalents $19,924,396 $19,924,396
Investments $ 1,754,400 (1)
Subordinated certificates $ 2,810,718 (1)
Other associations $26,468, 823 (1)
Liabilities:
Long-term debt $40,765,556 $44 ,362,244
(1) Management was not able to estimate the fair value of these instruments,
since they are not marketable.
CASH FLOWS INFORMATION
Dece 31
2010 2009
Cash and cash equivalents: ‘
General funds $ 1,651,369 $ 1,824,396
Uninsured cash investments 18.719.063 18,100,000
Total ' $20,370.432 $19,924,396

PENSION PLAN

Substantially all employees of the Cooperative participate in the NRECA
Retirement and Security Program, a defined benefit pension plan qualified under
the Internal! Revenue Code. The Cooperative makes annual contributions to the

Program equal to amounts accrued for pension expense. In this multi-employer
plan the accumulated benefits and plan assets are not determined or allocated
separately by individual employer. Pension expense incurred during the years

ending December 31, 2010 and 2009 consisted of the following:
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MOHAVE ELECTRIC COOPERATIVE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2010 and 2009
PENSION PLAN (Continued)
__December_31
2010 2009
Past service pension cost $ 47,881 $ 47,881
Current payments to plan 841,089 ' 572.811
Total $888.970 $620,692

Employees of the Cooperative can participate in the National Rural Electric
Cooperative Association (NRECA) SelectRE 401(k) plan, provided they meet plan
specifications. The Cooperative will contribute up to 5% of matching
contributions. The Cooperative’s contribution for the years ended December 31,
2010 and 2009 was $182,757 and $173,088 respectively.

Management expects benefit payments for both plans to approximate the following
for the next ten years:

| 2011 $1,092,000
\ 2012 $1,162,000
| 2013 $1,233,000
2014 $1,306,000

2015 $1,380,000

2016 to 2020 . $8,061,000

The Cooperative has learned from NRECA that the defined benefit plan mentioned
above is under-funded, and additional! increases in the contributions, assuming no
changes are made to the plan, may be required. This may include an increase to
future contributions to the plan and possibly a past service pension cost

assessment. The amount of these potential increases is unknown, but may be
significant to future operating results and financial statements taken as a
whole.

DEFERRED COMPENSATION

The Cooperative has a non-qualified deferred compensation plan for a former
officer of the Cooperative. The plan benefits are payable to the Cooperative,
for the benefit of the former employee, and the agreement provides for payment of
benefits upon the occurrence of certain events, as specified in the agreement.
The plan assets and liability are recorded in the financial statements.
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NOTES TO FINANCIAL STATEMENTS

December 31, 2010 and 2009

PARTICIPATION IN POWER POOL

The Cooperative has entered intoc an agreement with Aggregated Energy Services
(AES), which functions as a resource aggregator in coordination with the Western
Area Power Administration (WAPA). The Cooperative is a participant in AES and
entered -into an Aggregation Agreement with AES to more efficiently use its
resources to meet demand. WAPA acts, under the AES agreement, as the scheduling
and dispatch agent and manages the electric resources available to the AES Group.

Subsequent to year-end each year, the two parties will agree on a settlement
(true-up) for the previous year’s transactions. This settlement will then be
recognized as a receivable or payable to AES in the financial statements. The
true-up settlement for both the years ended December 31, 2010 and 2009 was not
significant to the financial statements taken as a whole; however, it was
recognized and recorded in cost of power in the Statement of Revenue and
Patronage Capital each year.

RELATED PARTY TRANSACTIONS

The Cooperative is a member of Arizona Electric Power Cooperative, Inc. (AEPCO)
which is an electric generation and transmission- cooperative. The Cooperative
obtains a portion of its purchased power from AEPCO, as noted below, which
amounted to $45,494,600 and $46,559,580 for the years ended December 31, 2010 and
2009, respectively. The Cooperative is also a member of Southwest Transmission
Cooperative, Inc. (TRANSCO), which is an electric transmission cooperative. The
Cooperative obtains a portion of -its purchased power from TRANSCO, as noted
below, which amounted to $6,766,961 and $6,923,930 for the years ended December
31, 2010 and 2009, respectively. Although there are a limited number of
electrical power suppliers, management believes there would be no lapse in
service if there were a change in electrical power suppliers. However, such a
change might result in a higher cost of power to the Cooperative and, in turn,
higher billing rates to its members.

The amount payable for purchased power to AEPCO is $3,414,299 and $3,524,310 at
December 31, 2010 and 2009, respectively. The amount payable for purchased power
to TRANSCO is $550,221 and $593,362 at December 31, 2010 and 2009, respectively.

Other related party transactions consisted of normal routine business conducted
through organizations of which the Cooperative is a member and normal sales to
its members.
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December 31, 2010 and 2009

COMM I TMENTS

The Cooperative is an Arizona Electric Power Cooperative, Inc. (AEPCO) partial
requirements customer. As a continuing Class A member of AEPCO, which is a not-
for-profit generation and transmission cooperative, the Cooperative is entitied
to- representation on the board of directors of AEPCO and its affiliated
corporations. The Cooperative, under the terms of an agreement with AEPCO and in
consideration of payments of a fixed monthly capacity charge and fixed demand and
energy charge, is entitled to 35.8% of +the AEPCO resources, including
transmission and allocated demand and usage levels. The Cooperative has the
contractual ability to resell AEPCO-provided resources in excess of the
Cooperative’s needs and not used by the Cooperative. The Cooperative’s demand
requirements beyond AEPCO’s allocated resources are met through AES aggregation,

- other purchase power contracts, and open market purchases. The contract has no
expiration date per se, but can be terminated by either party with notification
as stipulated in the agreement.

In order to meet its demand requirements, the Cooperative entered into a
Transmission Agreement with TRANSCO, an Arizona not-for-profit transmission
cooperative corporation resulting from the restructuring of AEPCO. The
Cooperative uses the Transmission Agreement to meet its demand usage
requirements, with obligations to pay TRANSCO based on specified formulas. The
agreement expires October 10, 2020.

The Cooperative has a three-party contract with a customer and AEPCO that states
that any ACC-approved changes in AEPCO rates billed to the Cooperative will be
passed through to the customer. The. rates billed under the customer contract
have not been, and may or may not be, adjusted to reflect the new rate structure
under the Partial Requirements Capacity and Energy Agreement (PRECA). Management
believes the total rates currently being charged to the customer are appropriate.
Upon customer request, the Cooperative and AEPCO intend to negotiate with the
customer regarding the impact of the PRECA on the rates being charged to the
customer. No amounts have been recorded in the financial statements for any
possible over or under recovery resulting from the different rate structures.

LITIGATION

The Cooperative is involved in various legal matters that management considers to
be in the normal course of business. The Cooperative is also involved in
litigation involving a former officer of the Cooperative. The outcome of these
various matters is unknown. Therefore, nothing is recorded in the financial
statements.
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SUBSEQUENT EVENTS

Management has made an evaluation of subsequent events and transactions for the
period December 31, 2010 through the date of the audit report and determined that
there were no material events that would require recognition or disclosure in the
financial statements under SFAS No. 165, Subsequent Events, as codified at FASB
ASC 855-10.
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH LAWS AND REGULATIONS
AND INTERNAL CONTROL OVER FINANCIAL REPORTING

The Board of Directors
Mohave Electric Cooperative, Inc.
Bulthead City, AZ

We have audited the financial statements of Mohave Electric Cooperative, Inc. as of
and for .the year ended December 31, 2010, and have issued our report thereon dated

May 17, 2011. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the

Comptirolier General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement.

Comp] iance

As part of obtaining reasonable assurance about whether Mohave Electric Cooperative,
Inc.’s financial statements are free of material misstatement, we performed tests of
its compliance with certain provisions of laws, regulations, -contracts, and grant
agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing -an opinion on
compliance with those provisions was not an objective of our audit, and accordingly,
we do not express such an opinion. The results of our tests disclosed no instances
of noncompliance that are required to be reported under Government Auditing
Standards. :

1 Contr Fi ia i

In planning and performing our audit, we considered Mohave Electric Cooperative,
Inc.’s control over financial reporting as a basis for designing our auditing
procedures for the purpose of expressing an opinion on the financial statements and
not for the purpose of expressing an opinion on the effectiveness of the internal
control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of Mohave Electric Cooperative, Inc.’s internal control over financial
reporting.
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Our consideration of internal control was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal
control over financial reporting that might be significant deficiencies or material
weaknesses. A material weakness is a significant deficiency, or combination of
significant deficiencies, that results in more than a remote likelihood that a
material misstatement of the financial statements will not be prevented, or
detected, by the entity’s internal control. We noted no matters involiving the
internal contro! over financial reporting and its operation that we consider to be
material weaknesses.

This communication is intended solely for the information and use of the audit
committee, management, the Rural Utilities Service, and supplemental lenders, and is

not intended to be, and should not be, used by anyone other than these specified
parties.

Dreyen & Reteo, P.L.. P.A.

May 17, 2011
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MOHAVE ELECTRIC COOPERATIVE, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS AND UNRESOLVED PRIOR FINDINGS

FOR THE YEAR ENDED DECEMBER 31, 2010

SUMMARY OF AUDIT RESULTS

Financial Statements

Type of auditors’ report issued: unqualified
Internal control over financial
reporting:
Material weaknesses identified: none

Significant deficiencies

identified that are not

considered to be material

weaknesses: none
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INDEPENDENT AUDITORS’ REPORT
ON SUPPLEMENTAL INFORMATION

The Board of Directors
Mohave Electiric Cooperative, Inc.
Bullhead City, AZ

The report on our audit of the basic financial statements of Mohave Electric
Cooperative, Inc. for the year ended December 31, 2010 appears on page 1. This audit
was made for the purpose of forming an opinion on the basic financial statements
taken as a whole. The supplemental information that follows is presented for
purposes of additional analysis, and is not a required part of the basic financial
statements. In addition, the accompanying schedule of federal awards is presented
for purposes of additional analysis as required by U.8. Office of Management and
Budget Circular A-~133, Audits of States, Local Governments, and Non-Profit
Organizations, and is not a required part of the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of
the basic financial statements and, in our opinion, is fairly stated in all material
respects in relation to the basic financial statements taken as a whole.

Drneger & Releo, P.C.. P.A4.

May 17, 2011
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH
MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPL|ANCE
IN ACCORDANCE WITH OMB CIRCULAR A-133

The Board of Directors
Mohave Electric Cooperative, Inc.
Bullhead City, AZ

lian

We have audited the comp!iance of Mohave Electric Cooperative, Inc. with the types
of compliance requirements described in the U.S. Office of Management and Budget
(OMB) Circular A-133 Compliance Supplement that are applicable to its major federal
programs for the year ended December 31, 2010. Mohave Electric Cooperative, Inc.’s
major federal program is identified in the summary of auditors’ results section of
the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, contracts, and grants applicable to its major
federal programs is the responsibility of Mohave Electric Cooperative, Inc.’s
management. Our responsibility is to express an opinion on Mohave Electric
Cooperative, Inc.’s compliance based on our audit.

We conducted our audit of comptiance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial
audits contained in Government Auditing Standards issued by the Comptroller General
of the United States, and OMB Circular A-133, Audits of States, Local Governments,
and Non-Profit Organizations. Those standards and OMB Circular A-133 require that
we plan and perform the audit to obtain reasonable assurance about whether
noncomp! iance with the types of compliance requirements referred to above that could
have a direct and material effect on a major federal program occurred. An audit
includes examining, on a test basis, evidence about whether Mohave Electric
Cooperative, Inc.’s compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinion. Our audit does not provide a
legal determination of Mohave Electric Cooperative, Inc.’s compliance with those
requirements.

in our opinion Mohave Electric Cooperative, Inc. complied, in al!l material respectis,
with the requirements referred to above that are applicable to its major federal
programs identified in the accompanying schedule of findings and questioned costs
for the year ended December 31, 2010.
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Mohave Electric Cooperative, Inc.
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o! Qver 1

The management of Mohave Electric Cooperative, Inc. is responsible for establishing
and maintaining effective internal control over compliance with the requirements of
laws, regulations, contracts, and grants applicable to federal programs. In
planning and performing our audit, we considered Mohave Electric Cooperative, Inc.’s
internal control over compliance with requirements that could have a direct and
material effect on a major federal program in order to determine our auditing
procedures for -the purpose of expressing our opinion on compliance and to test and
report on internal control over compliance in accordance with OMB Circuiar A-133,
but not for the purpose of expressing an opinion on the effectiveness of internal
control over compliance. Accordingly, we do not express an opinion of the
effectiveness of Mohave Electric Cooperative, Inc.’'s internal control over
comp!liance. '

A deficiency in internal control over compliance exists when the design or operation
of a control does not allow management or employees, in the normal course of
performing their assigned functions, o prevent, or detect and correct,

noncompl iance with a type of compliance requirement of a federal program on a timely
basis.

A material weakness in internal control over compliance is a significant deficiency,
or combination of deficiencies in internal control over compliance, such that there
is a reasonable possibility that material noncompliance with a type of compliance
requirement of a federal program will not be prevented, or detected and corrected,
by the entity’s internal control.

Our consideration of internal control over compliance was for the limited purpose
described in the first paragraph of this section and wouid not necessarily identify
all deficiencies in internal control over compliance that might be deficiencies,
significant deficiencies or material weaknesses. We did not identify "any
deficiencies in internal control over compliance that we consider to be material
weaknesses, as defined above.

This report is intended solely for the information and use of the Board of
Directors, management, the Rural Utilities Service, supplemental Ilenders, federal

awarding agencies and pass-through entities and is not intended to be, and should
not be, used by anyone other than these specified parties.

Drneyern & Rebloo, P.C.. P.A4.

May 17, 2011




MOHAVE ELECTRIC COOPERATIVE, INC.

SCHEDULE OF FEDERAL AWARDS

FOR THE YEAR ENDED DECEMBER 31, 2010

Federal
Federal Grantor/Pass~Through CFDA
Grantor/Program or Cluster Title Number
Department of Energy
Electricity Delivery and Energy
Reliability, Research, Development
And Analysis 81.122
State Energy Program 81.041

Total Expenditures of Federal Awards

Total Cash Receipts for Both Programs

Total Expenditures over Cash Receipts

Pass-Through
Entity Identifying
Number

DE-0E00Q0451

1059-09-07

29

Federal
endjtur

$3,537,596

823,518

$4,361.,115

$1.154,255

$3,206,860

£]
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MOHAVE ELECTRIC COOPERATIVE, INC.
NOTES TO SCHEDULE OF FEDERAL AWARDS

FOR THE YEAR ENDED DECEMBER 31, 2010

B F P T10

The accompanying schedule of federal awards (Scheduie) includes the federal grant
activity of Mohave Electric Cooperative, Inc. (Cooperative) for the year ended
December 31, 2010. The information in this schedule is presented in accordance with
the requirements of the Office of Management and Budget (OMB) Circular A-133, Audits
of States, Local Governments, and Non-Profit Organizations. Because the schedule
presents only a selected portion of the operations of Mohave Electric Cooperative,
Inc., it is not intended to and does not present the financial position, results of
operations, and cash flows of Mohave Electric Cooperative, Inc.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Receipts and expenditures on the Schedule are reported on the modified accrual basis
of accounting. Receipts are presented on a cash basis and the expenditures are
recognized on the accrual basis and following the cost principles contained in OMB
Circular A-122, Cost Principles for Non-profit Organizations, wherein certain types
of expenditures are not allowable or are |limited as to reimbursement. The
Cooperative is a sub-recipient of Southwest Transmission Cooperative, .Inc. (pass-
through entity). ' :
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MOHAVE ELECTRIC COOPERATIVE, INC.
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED DECEMBER 31, 2010

SUMMARY OF AUDIT RESULTS
Financial Statements

Type of auditors’ report issued: unqualified

Internal contro! over financial
reporting:
Material weaknesses identified: none

Significant deficiencies

identified that are not

considered to be material

weaknesses: none

Federal Awards

internal control over major program:
Material weaknesses identified: none

Significant deficiencies

identified that are not

considered to be material

weaknesses: none

Type of auditors’ report issued on
compliance for major program: ungqualified

Any audit findings disclosed that
are required to be reported in
accordance with section 501(a)
of Circuiar A-133: none

Major Program:

CFDA_Number Name of Federal Program
81.122 Department of Energy - Electricity Delivery and Energy

Reliability, Research, Development and Analysis

Auditee did not qualify as a low-risk auditee.
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MOHAVE ELECTRIC COOPERATIVE, INC.

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED DECEMBER 31, 2010

SUMMARY OF AUDIT RESULTS
Financial Statements

Type of auditors’ report issued:

Internal control over financial
reporting:

Material weaknesses identified:

Significant deficiencies
identified that are not
considered to be material
weaknesses:

Federal Awards

Internal control over major program:

Material weaknesses identified:

Significant deficiencies
identified that are not
considered to be material
weaknesses:

Type of auditors’ report issued on
compliance for major program:

Any audit findings disclosed that
are required to be reported in
accordance with section 501(a)

unqualified

none

none

none

none

unqualified

of Circular A-133: none
Major Program:
CFDA Number  Name of Federal Program
81.041 Department of Energy - State Energy Program

Auditee did not qualify as a low-risk auditee.




The Board of Directors
Mohave Electric Cooperative, Inc.
Bul lhead City, AZ

We have audited the financial statements of Mohave Electric Cooperative, Inc. for
the year ended December 31, 2010, and have issued our report thereon dated May 17,
2011. We conducted our audit in accordance with generaily accepted auditing
standards, the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States, and 7 CFR
Part 1773, Policy on Audits of Rural Utilities Service (RUS) Borrowers. Those
standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement.

In planning and performing our audit of the financial statements of Mohave Electric
Cooperative, Inc. for the year ended December 31, 2010, in accordance with auditing
standards generally accepted in the United States of America, we considered Mohave
Electric Cooperative, Inc.’s internal control over financial reporting (internal
control) as a basis for designing our auditing procedures for the purpose of
expressing an opinion on the financial statements and not for the purpose of
expressing an opinion on the effectiveness of the Cooperative’s internal control.
Accordingly, we do not express an opinion of the effectiveness of the Cooperative’s
internal control.

Our consideration of the internal control was for the limited purpose described in
the preceding paragraph and would not necessarily identify all deficiencies in
internal control that might be significant deficiencies or material weaknesses. A
material weakness is a significant deficiency, or combination of significant
deficiencies, that results in more than a remote likelihood that a material
misstatement of the financial statements wili not be prevented, or detected, by the
Cooperative’s internal control. We noted no matters involving the internal control
over financial reporting and its operation that we consider to be material
weaknesses.

7 CFR Part 1773.33 requires comments on specific aspects of the internal! control
over financial reporting, compliance with specific RUS foan and security instrument
provisions, and other additional matters. We have grouped our comments accordingly.
In addition to obtaining reasonable assurance about whether the financial statements

are free from material misstatements, at your request, we performed tests of

specific aspects of the internal control over financial reporting, of compliance
with specific RUS loan and security instrument provisions, and of additional
matters. The specific aspects of the internal control over financial reporting,




The Board of Directors
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compliance with specific RUS loan and security instrument provisions, and additional
matters tested include, among other things, the accounting procedures and records,
materials control, compliance with specific RUS locan and security instrument
provisions set forth in 7 CFR Part 1773.33(e)(l), related party transactions,
depreciation rates, and a schedule of deferred charges and credits, and a schedule
of investments, upon which we express an opinion. In addition, our audit of the
financial statements also included the procedures specified in 7 CFR Part 1773.38 -
.45. Our objective was not to provide an opinion on these specific aspects of the
internal control over financial reporting, compliance with specific RUS loan and
security instrument provisions, or additional matters, and accordingly, we express
no opinion thereon.

No reports (other than our independent auditors’ report and our independent
auditors’ report on compliance and internal control over financial reporting all
dated May 17, 2011) or summary of recommendations related to our audit have been
furnished to management.

Our comments on specific aspects of the internal control over financial reporting,
compliance with specific RUS loan and security instrument provisions and other
additional matters as required by 7 CFR Part 1773.33 are presented below.

COMMENTS ON CERTAIN SPECIFIC ASPECTS OF THE INTERNAL CONTROL OVER FINANCIAL
REPORT I NG

We noted no matters regarding Mohave Electric Cooperative, Inc.’'s internal
control over financial reporting and its operation that we consider to be a
material weakness as previously defined with respect to:

the accounting procedures and records;

the process for accumulating and recording labor, material and overhead

costs, and the distribution of these costs to construction, retirement,

and maintenance or other expense accounts; and

the materials control.

COMMENTS ON COMPLIANCE WITH SPECIFIC RUS LOAN AND SECURITY INSTRUMENT PROVISIONS

At your request, we have performed the procedures enumerated below with respect
to compliance with certain provisions of laws, regulations, contracts, and
grants. The procedures we performed are summarized as follows:




The Board of Directors
Mohave Electric Cooperative, Inc.
Page Three

Procedures performed with respect to the requirement for a borrower to
obtain written approval of the mortgagee to enter into any contract
for the operation or maintenance of property, or for the use of
mortgaged property by others for the year ended December 31, 2010 of
Mohave Electric Cooperative, Inc.:

Obtained and read a borrower-prepared schedule of new written
contracts entered into during the year for the operation or
maintenance of its property, or for the use of its property by
others as defined in 7 CFR 1773.33(e) (1) (i).

Reviewed Board of Directors minutes to ascertain - whether
board-approved written contracts are included in the borrower-
prepared schedule.

Noted the existence of written RUS (and other mortgagee)
approval of each contract listed by the borrower.

Procedure performed with respect to the requirement to submit RUS Form 7
to the RUS:

Agreed amounts reported in Form 7 to Mohave Electric
Cooperative, Inc.’s records.

The results of our tests indicate that, with respect to the items tested, Mohave
Electric Cooperative, Inc. complied, in all material respects, with the specific RUS
loan and security instrument provisions referred to below. The specific provisions
tested, as well as any exceptions noted, include the requirements that:

the borrower has obtained written approval from RUS (and other
mortgagees) to enter into any contract for the operation or maintenance
of property, or for the use of mortgaged property by others as defined
in 7 CFR Part 1773.833(e) (1) (i); and,

the borrower has submitted its Form 7 to the RUS and the Form 7,
Financial and Statistical Report as of December 31, 2010, represented by
the borrower as having been submitted to RUS, appears reasonable based
upon the audit procedures performed.

COMMENTS ON OTHER ADDITIONAL MATTERS

In connection with our audit of the financial statements of Mohave Electric
Cooperative, Inc., nothing came to our attention that caused us to believe that
Mohave Electric Cooperative, Inc. failed to comply with respect to:
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the reconciliation of continuing property records to the
controiling general ledger plant accounts addressed at 7 CFR
Part 1773.33(c)(1);

the clearing of construction accounts and the accrual of
depreciation on compieted construction addressed at 7 CFR Part
1773.33(c)(2);

the retirement of plant addressed at 7 CFR Part 1773.33(c)(3)
and (4);

approval of the sale, lease, or transfer of capital assets and
disposition of proceeds for the sale or lease of plant,
material, or scrap addressed at 7 CFR Part 1773.33 (c¢)(5);

the disclosure of material related party transactions in
accordance with Statement of Financial Accounting Standards No.
57, Related Party Transactions, for the year ended December 31,
2010 in the financial statements referenced in the first
paragraph of this report addressed at 7 CFR Part 1773.33(f);

the depreciation rates addressed at 7 CFR Part 1773.33(g):

the detailed schedule of deferred charges and deferred credits
addressed at 7 CFR Part 1773.33(h); and

the‘detailed schedule of investments addressed at 7 CFR Part
1773.33(1i).

DETAILED SCHEDULE OF DEFERRED CHARGES, DEFERRED CREDITS AND INVESTMENTS

Our audit was made for the purpose of forming an opinion on the basic financial -
statements taken as a whole. The detailed schedule of deferred charges - and
deferred credits required by 7 CFR Part 1773.33(h), and the detailed schedule of
investments required by 7 CFR Part 1773.33{(i), and provided below are presented
for purposes of additional analysis and are not a required part of the basic
financial statements. This information has been subjected to the auditing
procedures applied in our audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic
financial statements taken as a whole.




The Board of Directors
Mohave Electric Cooperative, Inc.

Page Five
Detai l Schedul f D red Charges, D red Credit nd Investments
red
Past Service Pension Cost $ 607,941
Construction Advances 13,705,566
Preliminary Survey and Investigation 47,082
Work Plans 127,410
Undistributed Transportation Expense 575
Other Deferred Charges { 9,353)
Total Deferred Charges $_14.479,221

Deferred edits

Customers’ Prepayments $ 805,439
Customers’ Advances for Construction 3,868,870
Deferred Gain-Sale of DirecTV Rights 1,214,052
Deferred Revenue Assessments 974,861
Accumulated Over-Recovery of Power Cost 9,145,832
Other Deferred Credits 163,366
Total Deferred Credits $16,172,420
Investments

. None Required To Be Reported

This report is intended solely for the information and use of the board of
directors, management, the Rural Utilities Service, and supplemental lenders, and is
not intended to be, and should not be, used by anyone other than these specified
parties.

Dreyer & Retso, P.C., P.A.

May 17, 2011




The Board of Directors
Mohave Electric Cooperative, Inc.
Bulthead City, AZ

We have audited the financial statements of Mohave Electric Cooperative, Inc. the
year ended December 31, 2010, and have issued our report thereon dated May 17, 2011.
Professional standards require that we provide you with the following information
related to our audit.

Yhe Auditors’ Responsibili A te uditi andards

As stated in our engagement letter dated September 29, 2010, our responsibility, as
described by professional standards, is to plan and perform our audit to obtain
reasonable, but not absolute, assurance that the financial statements are free of
material misstatement and to express an opinion about whether the financial
statements prepared by management with your oversight are fairly presented, in all
material respects, in accordance with U.S. generally accepted accounting principles.
Because an audit is designed to provide reasonable, but not absolute, assurance and
because we did not perform a detailed examination of all transactions, there is a
risk that material errors, irregularities, or illegal acts, including fraud and
defalcations, may exist and not be detected by us. '

As part of our audit, we considered the internal control of Mohave Electric
Cooperative, Inc. Such considerations were solely for the purpose of determining
our audit procedures and not to provide any assurance concerning such internal
control. We are responsible for communicating significant matters related to the
audit that are, in our professional judgment, reievant to your responsibilities in
overseeing the financial reporting process. However, we are not required to design
procedures specifically to identify such matters.

lanned S and Timi X i

We performed the audit according to the planned scope and timing previously
communicated to you in our correspondence about planning matters.
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Significa Audit Findings

Management has the responsibility for selection and use of appropriate accounting
policies. In accordance with the terms of our engagement letter, we will advise
management about the appropriateness of accounting policies and their application.
The significant accounting policies used by the Cooperative are described in the
notes to the financial statements. Management has informed us that no new
accounting policies were adopted and the application of existing policies was not
changed during the year ended December 31, 2010. We noted no transactions entered
into by the Cooperative during the year for which there is a lack of authoritative
guidance or consensus. There are no significant transactions that have been
recognized in the financial statements in a different period than when - the
transaction occurred. ‘

Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by
management and are based on management’s knowledge and experience about past and

current events and assumptions about future events. Certain accounting estimates

are particularly sensitive because of their significance to the financial statements
and because of the possibitity that future events affecting them may differ
significantly from those expected.

One of the significant accounting estimates affecting the Gooperative’s financial

" statements is the estimated useful lives of the Utility Plant for purposes of

computing depreciation. We eva'uated the estimated useful lives used by management
for the transmission, distribution and general plant in determining that they are
reasonable in retation to the financial statements taken as a whole.

There are no other accounting estimates that are- significant to the financial
statements taken as a whole.

i i Statem isc re

The disclosures in the financial statements are neutral, consistent, and clear.
Certain financia! statement disclosures are particularly sensitive because of their
significance to financial statement users. There are no financial statement
disclosures that are sensitive and significant to the financial statements taken as
a whole.
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Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements
identified during the audit, other than those that are trivial, and communicate them
to the appropriate level of management.

During the audit certain adjustments were identified and evaluated that management
has determined their effects to be immaterial, both individually and in the
aggregate, to the financial statements taken as a whole. A copy of these
uncorrected misstatements is attached for your review.

Management Representations

We have requested certain representations from management that are included in the
management representation letter.

Di reem with Manageme

For purposes of this letter, professional standards define a disagreement with
management as a matter, whether or not resolved to our satisfaction, concerning a
financial accounting, reporting, or auditing matter that could be significant to the
financial statements or the auditors’ report. We are pleased to report that no such
disagreements arose during the course of our audit.

Difficulties Encountered in Performing The Audit

We encountered no significant difficulties in dealing with management in performing
and completing our audit.

0 indi Issue

We generally discuss a variety of matters, including the application of accounting
principles and auditing standards, with management each year prior to retention as
the Cooperative’'s auditors. However, these discussions occurred in the normal
course of our professional reifationship and our responses were not a condition to
our retention.




The Board of Directors
Mohave Electric Cooperative, Inc.
Page Four

This report is intended for the use of the Board of Directors and management of
Mohave Electric Cooperative, Inc. and should not be used for any other purpose.

If you have any questions or comments regarding the items discussed in this letter,
or any others, please allow us to be of assistance.

We would like to express our thanks for the courtesy and assistance once again
extended to us during the course of our audit.

Dreyen & Rebso, P.C., P.A4.

May 17, 2011




MOHAVE ELECTRIC COOPERATIVE, INC.
UNCORRECTED MISSTATEMENTS

December 31, 2010

Account # A Name/D ipti Charges Credits
#1
253.10 CONSUMER ENERGY PREPAYMENTS $115,789.43
142.00 CUSTOMER ACCOUNTS RECEIVABLE $115,789.43
TO ADJUST CONSUMER ENERGY
PREPAYMENTS.
#2
921.00 OFFICE SUPPLIES AND EXPENSES 30,918.00
253.30 DEFERRED CREDITS - MISCELLANEOUS ] 30,918.00

TO WRITE OFF THE DEFERRED CREDIT.

#3
923.11 OUTSIDE SERVICES - LEGAL FEES 134,447 .66
232.10 ACCOUNTS PAYABLE - GENERAL ' 134,447.66
TO RECORD UNRECORDED LEGAL
EXPENSE.
#4
186.20 DEFERRED DEBITS ~ OTHER 32,192.12
253.12 DEFERRED CR-ENV PORTFOL 10 SURCHARGE 48,727.30
232.10 ACCOUNTS PAYABLE - GENERAL 80,919.42

TO RECORD UNRECORDED LIABILITIES.




MOHAVE ELECTRIC COOPERATIVE, INC.
UNCORRECTED MISSTATEMENTS

December 31, 2010

Account # Account Name/Description Charges
#5
403.70 DEPRN EXPENSE - GENERAL PLANT $103,379.37
108.76 ACCUM DEPRN - POWER TOOLS

TO ADJUST ACCUMULATED DEPRECIATION
FOR EXCESS TAKEN.

$465,453,88

Credits

$103,379.37

$465.453.88



L uio4 0102
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According to the Paperwork Reduction Act of 1995, an agency may not conduct or sponsor, and & person is not required to respond to, a collection of inforination unless it displays a valid OMB
control number, The valid OMB control number for this information collection is 0572-0032. The time required to complete this information collection is estimated to average 15 hours per

response, including the time for reviewing instr hing existing data sources, gathering and the data needed, and completing and reviewing the collection of information.
UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE AZ0022
PERIOD ENDED

FINANCIAL AND OPERATING REPORT December, 2010 (Prepared with Audited Data)

ELECTRIC DISTRIBUTION
INSTRUCTIONS - See help in the online application.

[BORROWER NAME

Mohave Electric Cooperative, Incorporated

This information is analyzed and used to determine the submitter’s financial situation and feasibility for loans and guarantees. You are required by contract and applicable
regulations to provide the information. The information provided is subject to the Freedom of Information Act (5 U.S.C. 552)

CERTIFICATION

We recognize that statements contrined herein concern a matter within the jurisdiction of an agency of the United States and the making of a
false, fictitions or frandulent statement may render the maker subject to prosccution under Title 18, United States Code Section 1001,

We hereby certify that the entries in this report are in accordance with the accounts and other records
of the system and reflect the status of the system to the best of our knowledge and belief.

ALL INSURANCE REQUIRED BY PART 1788 OF 7 CFR CHAPTER XVII, RUS, WAS IN FORCE DURING THE REPORTING
PERIOD AND RENEWALS HAVE BEEN OBTAINED FOR ALL POLICIES DURING THE PERIOD COVERED
BY THIS REPORT PURSUANT TO PART 1718 OF 7 CFR CHAPTER XVII

(check one of the following)

[ There has been a default in the fulfillment of the obligations

m All of the obligations under the RUS loan documents
under the RUS loan documents, Said defauli(s) is/are

have been fulfilled in all material respects.

John Carlson

specifically described in Part D of this repost.

5/17/2011

DATE

PART A.STATEMENT OF OPERATIONS

YEAR-TO-DATE
ITEM LAST YEAR THIS YEAR BUDGET THIS MONTH
T (a) ()] () (@
" - . Operating Revenue and Patronage Capital 72,374,613 70,517,805 70,746,904 4,643,324
2. Power Production Expense
3. Cost of Purchased Power 58,273,522 56,294,063 57,249,237 3,606,147
4. Transmission Expense 374,367 165,400 383,418 9,302
5. Regional Market Expense
6. DistribuﬁonExpense-Operaﬁon 2,407,214 2,773,698 2,100,627 253,305
7. Distribution Expense - Maintenance 1,397,297 1,194,657 1,197,540 108,321
8. Customer Accounts Expense 2,332,076 2,227,246 2,183,822 216,479
9. Customer Service and Informational Expense 149,340 196,226 150,444 4,026
10. Sales Expense 121,191 96,252 126,317 {11,463)
11. Administrative and General Expense 4,301,235 4,756,463 3,667,638 884,078
12. Total Operation & Maintenance Expense (2 thru 11) 69,356,242 67,708,005 67,059, 043 5,070,195
13. Depreciation and Amortization Expense 2,176,551 2,239,666 2,499,544 205,925
14. Tax Expense - Property & Gross Receipts
15, Tax Expense - Other
"|16. Interest on Long-Term Debt 2,208,733 2,161,308 2,088, 812 185,867
17. Interest Charged to Construction - Credit
18. InterestExpense-Oﬁer 118,932 142,356 126,000 13,422
19, Other Deductions 7,397 17,024 6,950 (184)
20, Total Cost of Electric Service (12 thru 19) 73,867,855 72,268,399 71,780,349 5,475,225
21. Patronage Capital & Operating Margins (1 minus 20) (1,493,242) (1,750,594) {1,033,445) " -(831,901)
22. Non Operating Margins - Interest 499,868 410,049 468,653 120,019
23, Allowance for Funds Used During Construction
24, Income (Loss) from Equity Investments 110,369 110,369 110,369
25. Non Operating Margins - Other 4,256 (32,307)
-~ 4. Generation and Transmission Capital Credits 6,340,428 3,509,969 5,500,000 0
a ;.l. Other Capital Credits and Patronage Dividends 158,148 107,687 159,000 18,546
28, Extraordinary Items
29, Patronage Capifal or Margins (21 thru 28) 5,619,827 2,355,173 5,094,208 (582, 967)
RUS Financial and Operating Report Electric Distribution Revision Date 2010




UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE
AZD022
FINANCIAL AND OPERATING REPORT
ELECTRIC DISTRIBUTION PERIOD ENDED
INSTRUCTIONS - Sce help in the online application. December, 2010
PART B. DATA ON TRANSMISSION AND DISTRIBUTION PLANT
YEAR-TO-DATE YEAR-TO-DATE
ITEM LAST YEAR THIS YEAR ITEM LAST YEAR THIS YEAR
(a) (b) (@) (b)
1. New Services Connected 255 175| 5. Miles Transmission 108.59 108.59
2. Services Retired 28 | & g"’:’sh:;mb"m" - 1,055.27 1,054.90
3. Total Services in Place 43,269 43,a13| 7 g;?:rg:;:g“tm"' 345.60 348.55
4. Idle Services 8. Total Miles Energized
(Exchide Seasonals) 4,693 4,685 (5+6+7) * 1,509.45 1,512.04
PART C, BALANCE SHEET
ASSETS AND OTHER DEBITS LIABILITIES AND OTHER CREDITS

1. Total Utility Plant in Service 88,890,934 | 30. Memberships 162,045
2. Construction Work in Progress 3,021,375 31.  Patronage Capital 65,209,945
3. Total Utility Plant (7 +2) 91,912,309| 32. Operating Margins - Prior Years 0
4, Accum. Provision for Depreciation and Amort. 35,708,314 33, Operating Margins - Current Year 1,867,062
5. Net Utility Plant (3 - 4) 56,203,995] 34.  Non-Operating Margins 488,111
6. Non-Utility Property (Net) 0] 35.  Other Margins and Equities 2,075,368
7. Investments in Subsidiary Companies 0] 36. Total Margins & Equities (30 thru 35) 69,802,531
8. Invest. in Assoc. Org. - Patronage Capital 30,020,881 37. Long-Term Debt - RUS (Net) 13,831,450
9. Invest. in Assoc, Org. - Other - General Funds 2,003,515] 38, Long-Term Debt - FFB - RUS Guaranteed 16,789,142
10, Invest. in Assoc, Org. - Other - Nongeneral Funds 802,850( 39, Long-Term Debt - Other - RUS Guaranteed 6,829,623
11, Investments in Economic Development Projects 0] 40.  Long-Term Debt Other (Net) 0

1. Other Investments 0} 41.  Long-Term Debt - RUS - Econ. Devel. (Net) 0
13,  Special Funds 986,398| 42.  Payments — Unapplied 0
14. Total Other Property & Investments 33,813,644] 43, Total Long-Term Debt 37,450,215

(6 thru 13) (37 thru 41 - 42)
15.  Cash - General Funds 1,651,369] 44.  Obligations Under Capital Leases ~ Noncurrent 0
16.  Cash - Construction Funds - Trustcs of 45. ;“;“g::;:g&f:;;"gﬁgﬁﬁ;‘s 0
17.  Special Deposits 04 46. Total Other Noncurrent Liabilitics (44 + 45) 0
18.  Temporary Investments 18,719,063 ] 47,  Notes Payable 0
19. Notes Receivable (Net) 2,119,400] 48,  Accounts Payable 5,659,565
20. Accounts Reccfvable - Sales of Energy (Net) 3,666,917 49, Consumers Deposits 2,732,714
21.  Accounts Receivable - Other (Net) 1,738,201
22. Renewable Enerpy Credits 0} 50.  Current Maturities Long-Term Debt 1,690,592
23.  Materials and Supplies - Electric & Other 2,115,530] 51, Current N!aturmes Long-Term Debt "o
- Economic Development
24.  Prepayments 8,769,582 52.  Current Maturities Capital Leases 0
25.  Other Current and Accrued Assets 195,766] 53.  Other Current and Accrued Liabilities 10,675,820
2. Total Current and Accrued Assets 38,975,828) &4, Total Current & Accrued Liabilities 20,758,691
(15 thry 25) (47 thru 53)
27.  Regulatory Assets 0} 55.  Reguiatory Liabilities 0
28.  Other Deferred Debits 6,271,084} 56, Other Deferred Credits 7,253,114
29,  Total Assets and Other Debits 135,264,551 57, Total Liabilities and Other Credits 135,264,551
 (5+14+26 thru 28) (36 +43 + 46 + 54 thru 56)
RUS Financial and Operating Report Electric Distribution Revision Date 2010




UNITED STATES DEPARTMENT OF AGRICULTURE
RURAL UTILITIES SERVICE

FINANCIAL AND OPERATING REPORT
ELECTRIC DISTRIBUTION

BORROWER DESIGNATION
AZG022

INSTRUCTIONS - Sec help in the online application.

PERIOD ENDED
December, 2010

PART D. NOTES TO FINANCIAL STATEMENTS

Re: Mortgage Ratio Check Warnings

rate increases.

Mohave Electric Cooperative filed an application for a rate increase with the Arizona Corporation
Commission on Wednesday, March 30, 2011.

The Cooperative is aware that the existing 20-year old rates are inadequate. With the economic
slowdown the Cooperative's revenues have not been able to sustain its operating costs through
constant growth in its consumer base as it had in the past. In addition, the Cooperative's competitive
rates for resale sales were lower due to the cooperative's purchased power cost. Our sale prices were
not competitive in the resale market. In the past the market allowed the Cooperative ample resale
opportunity to recoup its power cost with a modest margin to help sustain operating costs and avoid

RUS Financial and Operating Report Electric Distribution

Revision Date 2010




UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE
FINANCIAL AND OPERATING REPORT AZO022
. ELECTRIC DISTRIBUTION .
INSTRUCTIONS - See help in the online application. PERIOD ENDED
December, 2010

PART D. CERTIFICATION LOAN DEFAULT NOTES

RUS Financial and Operating Report Electric Distribution

Revision Date 2010




UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE AZ0022
FINANCIAL AND OPERATING REPORT ERIOD ENDED
ELECTRIC DISTRIBUTION December, 2010
NSTRUCTIONS - See help in the online application.

PART E, CHANGES IN UTILITY PLANT

BALANCE ADJUSTMENTS AND BALANCE
PLANT ITEM BEGINNING OF YEAR ADDITIONS | RETIREMENTS TRANSFERS END OF YEAR
() (b) (] () (3]
Distribution Plant 68,073,168 543,146 . 58,607 55,263 68,612,870
!, General Plant 4,858,626 174,822 303,224 (2,860) 4,727,364
i. Headquarters Plant 4,253,305 107,489 10,925 4,349,869
\.  Intangibles 579 579
i, Transmission Plant 11,182,867 17,319 34 11,200,152
i, Regional Transmission and Market
Operation Plant
', Ali Other Utility Plant 0 0
I, Total Utility Plant in Service (I 2hra 7) 88,368,545 842,776 372,790 52,403 88,890,934
1, Construction Work in Progress 428,827 2,592,548 3,021,375
0. Total Utility Plant (8 + 9) 88,797,372 3,435,324 372,790[ 52,403 91,912,309
PART F. MATERIALS AND SUPPLIES :
BALANCE BALANCE
ITEM BEGINNING OF YEAR| PURCHASED | SALVAGED USED (NET) - SOLD ADJUSTMENT END OF YEAR
(a) b) © (4 (] (1)} (/4]

. Electric 2,132,277 457,935 0 446,232 0 (28,450) 2,115,530
!, Other 0 0
PART G. SERVICE INTERRUPTIONS
AVERAGE MINUTES PER CONSUMER BY CAUSE
ITEM POWER SUPPLIER MAJOR EVENT PLANNED ALL OTHER TOTAL

()] () © P () (4]

. Present Year 25.510 60.060 .200 54,700 140.470
'. Five-Year Average 40.270 87.760 .880 55.750 184.660
PART H. EMPLOYEE-HOUR AND PAYROLL STATISTICS
. Number of Full Time Employees 85 [4, Payroll - Expensed 4,313,704
:.  Employee - Hours Worked - Regular Time 172,746 |5. Payroll — Capitalized 492,969
i. Employee - Hours Worked - Overtime 4,059 [6. Payroll - Other 94,584

PART 1. PATRONAGE CAPITAL
ITEM DESCRIPTION TH’S(“‘)'E_AR CUMU(‘;)A“VE
. Capital Credits - Distributions a. General Retirements ) 0 5,445,821
b. Special Retirements 243,588 3,854,337
c.  Total Retirements (@ + b) 243,588 9,300,158
!, Capital Credits - Received 2. Cash Received From Retirement of Patronage Capital by !
Suppliers of Electric Power 0
b. Cash Received From Retirement of Patronage Capital by
Lenders for Credit Extended to the Electric System 34,478
c.  Total Cash Received (a +b) 34,479
PART J. DUE FROM CONSUMERS FOR ELECTRIC SERVICE
. Amount Due Over 60 Days Is 73,947 {2. Amount Written Off During Year F 289,422
Revision Date 2010
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UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE
FINANCIAL AND OPERATING REPORT AZ0022
ELECTRIC DISTRIBUTION
INSTRUCTIONS - See help in the online application PERIOD ENDED
December, 2010
» PART K, kWh PURCHASED AND TOTAL COST
No ITEM RUS USE | RENEWABLE | RENEWABLE kWh TOTAL AYERAGE | INCLUDED IN | INCLUDED IN
: ONLY ENERGY FUEL PURCHASED COST COST TOTAL COST - | TOTAL COST -
SUPPLIER PROGRAM TYPE (Cents/kWh) FUEL COST WHEELING
CODE NAME ADJUSTMENT| AND OTHER
(h) CHARGES
(a) (b) () [(1)] (e () 4] (0]
1} Arizona Electric 796 657,399,000 52,700,660 8.02 11,808,216 7,285,268
Pwr Coop, Inc
(AZ0028)
2| Powerex 300228 10,472,000 763,682 7129 8,256
3|JP Morgan Venture 800499 2,080,000 93,680 4,50 1,640
Energy (NY)
4}'Western Area Power 27000 5,352,000 787,616 1472 481,130
Admin
5| *Miscellaneous 700000 49.846,471 1,948.424 391 62,844
Total 725.149.471 56,294,062 7.76 11,808216 7,839,138
RUS Financial and Operating Report Electric Distribution Revision Date 2010




UNITED ST?{%E&?J%’%EWQ‘E%’?&NCULTURE BORROWER DESIGNATION
FINANCIAL AND OPERATING REPORT AZ0022
ELECTRIC DISTRIBUTION
INSTRUCTIONS - See help in the online application PERIOD ENDED
December, 2010
PART K. kWh PURCHASED AND TOTAL COST
No Comments
1
2
3
4
5

RUS Financial and Operating Report Electric Distribution

Revision Date 2010




UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE
FINANCIAL AND OPERATING REPORT AZ0022
ELECTRIC DISTRIBUTION .
INSTRUCTIONS - See help in the online application. PERIOD ENDED

December, 2010

PART L. LONG-TERM LEASES

No NAME OF)LESSOR
(a

TYPE OF PROPERTY
(b)

RENTAL THIS YEAR
©

TOTAL

RUS Financial and Operating Report Electric Distribution

Revision Date 2010




UNITED STATES DEPARTMENT OF AGRICULTURE
RURAL UTILITIES SERVICE

FINANCIAL AND OPERATING REPORT
ELECTRIC DISTRIBUTION

BORROWER DESIGNATION
AZQ022

PERIOD ENDED
December, 2010

INSTRUCTIONS - See help in the online application.

PART M, ANNUAL MEETING AND BOARD DATA

1. Dote of Last Annual Meeting 2. Total Number of Members

6/25/2010 32,207

3. Number of Members Present at Meeting 4, Was Quorum Present?

132 Y

5. Number of Members Voting 6. Total Number of Board Members

7. Total Amount of Fees and Expenses 8, Does Manager Have

by Proxy or Mail for Board Members Written Contract?
L) $ 168,943 N
RUS Financial and Operating Report Electric Distribution Revision Date 2010




UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE
FINANCIAL AND OPERATING REPORT AZ0022
ELECTRIC DISTRIBUTION
INSTRUCTIONS - See help in the online application. PERIOD ENDED
December, 2010
PART N, LONG-TERM DEBT AND DEBT SERVICE REQUIREMENTS
No ITEM BALANCE END OF INTEREST - PRINCIPAL TOTAL
YEAR (Billed This Year) (Billed This Year) (Billed This Year)
(n) (b) (¢) ()

1{Rurat Utilities Service (Excludes RUS - 13,831,450 763,666 954,373 1,718,039

Eeonomic Development Loans)
2 |National Rural Utilities Cooperative Finance 5,196,566 426,362 358,626 784,988

Corporation -
3{CoBank, ACB 1,633,057 123,198 31,623 154,821
4{Federal Financing Bank 16,789,142 848,082 280,127 1,128,209
5{RUS - Economic Development Loans
6| Payments Unapplied

TOTAL 37,450,215 2,161,308 1,624,749 3,786,057

RUS Financial and Operating Report Electric Distribution Revision Date 2010




UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE AZ0022
FINANCIAL AND OPERATING REPORT SERIOD ENDED
ELECTRIC DISTRIBUTION December, 2010

INSTRUCTIONS - See help in the online application.

PART O, POWER REQUIREMENTS DATABASE - ANNUAL SUMMARY

15.  kWh-Own Use

16.  Total kWh Purchased

17. Total kWh Generated

CLASSIFICATION O T s & DECEMBER CONSUMERS SERVED VEAR Y0 DATE
{a) _&) Q)
1. Residential Sales (exciuding a.  No. Consumers Served 34,735 34,672 ST
seasonal) b, kWh Sold 365,160,937
c. Revenue 40,797,752
2. Residential Sales - Seasonal a.  No. Consumers Served I o
b. kWh Sold
c. Revenue
3. Tirigation Sales a.  No. Consumers Served 23 I 23 )
b.  kWh Sold 4,302,352
¢.  Revenue 457,558
4. Comm. and Ind. 1000 KVA orLess | a  No. Consumers Served 3,540] 3,947 L
b.  kWh Sold 216,678,042
c. Revenue 21,434,470
5. Comm.andInd. Over INOKVA | & No. Consumers Served 3| 3 . o
b, kWh Sold €9, 006,000
¢, Revenue 5,214,014
6. Public Street & Highway Lighting | a.  No. Consumers Served 16 l 16 e
b.  kWh Soid 434,436
¢. Revenue 38,133
7. Other Sales to Public Authorities a.  No. Consumers Served I s T
b. kWh Sold
c. Revenue
8. Sales for Resale - RUS Borrowers a.  No. Consumers Served | i
b. kWh Sold
c. Revenue
9. Sales for Resale - Other a. No. Consumers Served 1| 1| R
b.  kWh Sold 46,862,961
c. Revenue . 1,826,810
10.  Total No. of Consumers {lines la thru 9a) 38,718 l 38,662 | ¢ i
11, Total kWh Sold (lines 1b thru 9b) ) 702,444,728
12, Total Revenue Received From Sales of
Electric Energy (lines Ic thru 9c) 69,768,737
13. Transmission Revenue !
14.  Other Electric Revenue - 749,068
703,607

725,149,471

18.  Cost of Purchases and Generation 56,463,463
19. Interchange - kWh - Net )
20. Peak - Sum All kW Input (Metered)
Non-coincident_X_Coincident____ 200,713
Revision Date 2010
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UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE AZ0022
FINANCIAL AND OPERATING REPORT
ELECTRIC DISTRIBUTION PERIOD ENDED December, 2010
INSTRUCTIONS - See help in the online application. .
PART P. ENERGY EFTICIENCY PROGRAMS
ADDED THIS YEAR TOTAL TO DATE
No. of Amount Estimated No. of Amount Estimated
CATI
CLASSIFICATION Consumers Invested MMBTU Savings | Consumers Invested MMBTU Savings
(@ (6 {© ) (e /]
1, Residential Sales (excluding seasonal)
2. Residential Sales - Seasonal
3. TIrrigation Sales
4, Comm, and Ind, 1000 KVA or Less
3. Comm. and Ind. Over 1000 KVA
6. Public Street and Highway Lighting
7. Other Sales to Public Authorities
8. Sales for Resale — RUS Borrowers
9. Sales for Resale —Other
10. Total .
RUS Financial and Operating Report Electric Distribution Revision Date 2010




UNITED STATES DEPARTMENT OF AGRICULTURE BORROWER DESIGNATION
RURAL UTILITIES SERVICE AZ0
INVESTMENTS, LOAN GUARANTEES AND LOANS December, 2010
INSTRUCTIONS - Reporting of investments is required by 7 CFR 1717, Subpart N. Investment categories reported on this Part correspond to Balance Sheet items in Part
%;gg:ttllz all investments in Rural Development with an X' in column (¢). Both 'Included' and 'Excluded' Investments must be reported. See help in the online
PART Q. SECTION I, INVESTMENTS (Sec Instructions for definitions of Income or Loss)
No DESCRIPTION INCLUDED EXCLUDED INCOME OR LOSS RURAL
® (5) [6)] DEVELOPMENT
(a) (b) () (d) B (0]
2| Investments in Associated Organizations
Federated Rural Insurance 109,280 14,464
ERMCO 76,731 1,592
CoBank 1,000
NRUCFC-CTC/LTC 802,850
ERMCO 100
CoBank 130,074 11,073
NRUCFC-Patr Cap Cr 345457 23,406
Sierra S.W. 100
Southwest Transco 100
Grand Canyon State-Membership 100
Arizona Electric Power Coop 26,350,787
NRTC-Membership 1,000
Southwest Transco-Cap Cr 2,347.466
NRECA 659,608 11,548
‘NRUCFC-Member Cap Securities 2,000,000
NRUCFC-Membership 1,000
NISC-Patr Capital 1,479
NRECA-Membership 10
AEPCO-Membership 5
NISC-Membership 100
Totals 81,725 32,745,522 62,083
5| Special Funds
Homestead Funds 226,526
Edward Jones Investments 509,872 250,000
Totals 509,872 476,526
6] Cash - General
Working Funds 1,800
JPMORGAN Chase Bank 205,042
Mutual of Omaha Bank 1,194,527 250,000
Totals 1,194,527 456,842
8| Temporary Investments
Mutnal of Omeaha Bank 18,469,063 250,000
Totals 18,469,063 250,000
9| Accounts and Notes Receivable - NET
Accounts Receivable 1,738,201
Notes Receivable 2,119,400
Totals 3,857,601
11| TOTAL INVESTMENTS (1 thru 10) 24,112,788 33,928,890 62,083
RUS Financial and Operating Report Electric Distribution - Investments Revision Date 2010




UNITED STATES DEPARTMENT OF AGRICULTURE
RURAL UTILITIES SERVICE

FINANCIAL AND OPERATING REPORT
ELECTRIC DISTRIBUTION
INVESTMENTS, LOAN GUARANTEES AND LOANS

BORROWER DESIGNATION
AZ0022

PERIOD ENDED
December, 2010

INSTRUCTIONS - Reporting of investments is required by 7 CFR 1717, Subpart N. Investment categories reported on this Part correspond to Balance Sheet items in Part
C. Identify all investments in Rural Development with an "X' in column (e). Both 'Included' and 'Excluded’ Investments must be reported, See help in the online

application.
PART Q. SECTION I, LOAN GUARANTEES .
No ORGANIZATION MATURITY DATE ORIGINAL AMOUNT LOAN BALANCE RURAL
(%) S DEVELOPMENT
(a) (b) {c) (d) (€)
TOTAL
TOTAL (Included Loan Guarantees Only)
RUS Financial and Operating Report Electric Distribution - Loan Guarantees Revision Date 2010




UNITED STATES DEPARTMENT OF AGRICULTURE
RURAL UTILITIES SERVICE

FINANCIAL AND OPERATING REPORT
ELECTRIC DISTRIBUTION
INVESTMENTS, LOAN GUARANTEES AND LOANS

BORROWER DESIGNATION

AZ0022

PERICD ENDED

December, 2010

INSTRUCTIONS - Reporting of investments is required by 7 CFR 1717, Subpart N. Investment categorics reported on this Part correspond to Balance Sheet items in Part
C. Identify all investments in Rural Development with an X' in column (¢). Both 'Included and 'Excluded' Investments must be reported. See help in the online

application.
SECTION III. RATIO
RATIO OF INVESTMENTS AND LOAN GUARANTEES TO UTILITY PLANT 2624 %
[Total of Included Investments (Section I, 11b) and Loan Guarantees - Loan Balance (Section I1, 5d) to Total Utility Plant (Line 3, Part
C) of this report]
SECTION 1V, LOANS
No ORGANIZATION MATURITY DATE ORIGINAL AMOUNT LOAN BALANCE RURAL
$) ($) DEVELOPMENT
(a) (b) (c) ) ()
1 |Bmployees, Officers, Directors 12/31/2018 100,000 80,000
2 | Energy Resources Conservation Loans
TOTAL 100,000 80,000
RUS Financial and Operating Report Electric Distribution - Loans Revision Date 2010
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